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CHAPTER I. 
INTRODUCTION 
At the present writing, approximately one out of every two pa-
tients in any Massachusetts hospital at any given moment is expecting 
part or all of his bill to be taken ·care of by Massachusetts Hospital 
Service, better known as Blue Cross. 
If we were to stop at the bedside of almost any one of these 
patients and ask him for an explanation of how his Blue Cross coverage 
works, he would tell us that he has over a period of time been having 
monthly premiums deducted from his pay, or, if he is not a member of a 
group, has been mailing a quarterly premium directly to the organization. 
Now that he has had to be hospitalized; Blue Cross, he believes, will 
pay the hospital's charges, except for certain minor exclusions which he 
will pay himself. 
If he were to be told that, on the contrary, the amount the 
hospital will receive fro~ Blue Cross in payment of his bill will bear 
no relation to the amount of service he received or to the hospital's 
customary charges for such service, he would undoubtedly consider his 
informant to be suffering from hallucinations. Yet this is precisely 
the case. The amount of the payment by Blue Cross for his hospitali-
zation will be determined by reference to a complicated formula related 
to the costs of operating the hospital during a year ended anywhere from 
six to eighteen months prior to his discharge from the hospital, multi-
plied by the number of days during which he was hospitalized. 
7 
Such a method of payment for hospital care;, when it applies 
to roughly half the average hospital's patient days, must of necessity 
have a tremendous impact not only upon the gross receipts of these in~ 
stitutions, but also on the accounting procedures they use to accumulate 
the costs of the services for which they hope to be paid. 
It is the purpose of this thesis to examine how the present 
system of payment by Blue Cross to hospitals came about, how it affects 
hospital· accounting in Massachusetts, and some of the accounting prob~ 
lems it has created. 
It is hoped that such a discussion may help suggest some pos~ 
• 
sible solutions of the problem of hospital reimbursement in Massachusetts, 
and of finding a reasonable middle ground between utter lack of cost 
information on the one hand, and, on the other, a costing process so in~ 
volved that the expense of its compilation becomes in itself a major 
cost. 
8 
CHAPTER II 
THE RISING COST OF HOSPITAL CARE 
Growth of the Modern Hospital 
The hospital as we know it today is a comparatively recent 
development. Half a century ago, the average citizen rarely had occa-
sion to enter a hospital. illness was borne and cared·for in the home, 
babies were born there, and even surgery was often performed there. 
Many of us can still remember the time when children usually had their 
tonsils removed at home, for example, and convales.ced in their own beds. 
The primary function of the hospital at the turn of the century 
was care of the poor, including custodial care. This is one reason why 
so many of our hospitals began as charitable institutions, and were often 
endowed with funds intended to be applied to the cost of hospitalization 
of needy members of the community. The term still used to describe ac-
comodations in a multi-bed room is a reminder of the principal preoccu-
pation of the hospitals of years ago; they are called ward accomodations, 
presumably for the use of public wards, while the paying patient would 
generally use a private or a semi-private room. 
Changes in medical technology have kept pace with the changes 
in other aspects of our daily lives. The transition from the horse and 
buggy to the rocket, from the talking machine to the color television 
set, has been paralleled by new developments in the field of diagnosing 
and treating our illnesses. These advances have not been confined to 
the discovery of the so-called ttmiracle drugstt of various kinds with 
9 
which Americans have become familiar during the past fifteen years. 
They have included asepsis, new diagnostic and surgical techniques, new 
methods of treatment, and all kinds of new and complex equipment for the 
use of the medical profession in its work. 
The effect of the great medical advances of the past few decades 
on the American public's use of hospitals has been twofold. In the first 
place, many of the new kinds of treatment could only be performed in the 
hospital, where expensive equipment could be made available for the use 
of the community. In the second place, many cases which had previously 
not been subject to treatment now proved capable of effective cure, often 
through techniques requiring hospitalization. The advance in medical 
knowledge thus became the principal lever whereby the hospital was trans-
formed into an institution used by the entire population rather than by 
the underprivileged alone. 
A nUffiber of other factors have contributed ~o the same end. 
One is the increasing awareness of the new medical discoveries, which 
tends to make people seek medical treatment more often. Another is the 
rising standard of living, which enables a larger portion of the popula-
tion to seek adequate medical care. A third is the increasing urbaniza-
tion of the population, bringing more people within easy reach of hospi-
tals and medical centers. The greater mobility of the American family 
in these days of rapid transportation has a similar result. 
As ~ result of these and other factors, hospital utilization 
has grown by leaps and bounds. In 1957, 22,993,000 Americans were ad-
mitted to hospitals, 21,002,000 of them to short-term general hospitals 
10 
other than those run by the federal government.* This means that about 
one out of every eight persons spent some time in the hospital that year. 
Hospital utilization in Massachusetts ran slightly higher than the national 
average: 702,222 admissions, or one in every seven of the population. 
646,226 of these admissions were to non-federal short-term general hospi~ 
tals, where they spent an average of 8.7 days apiece.~Hr 
Increase in Hospital Costs 
Increased volume of production is generally associated with 
lower unit costs. This has not been the case in the hospital field. On 
the contrary, costs have risen steadily. Cost per patient day of non-
profit general hospitals rose from $5.47 in 1935 to $10.04 in 1946.*** 
By 1957 the cost per day had reached $26 .81.-~f- In this respect, Massa-
chusetts was well above the average, with a cost of $31.92 per day in 
1957 .~<->A-
To some extent, the increased cost per day represented what 
might be termed a condensing of the curative process into a shorter 
period of time. The average patient's hospital stay has tended over the 
years to become shorter. This shortened stay has not been sufficient to 
offset the phenomenal rise in cost per patient day, however, and cost 
per admission has likewise risen, from $65.68 in 1935 to $88.35 in 1946 
and $150.54 in 1952.*** When we consider that the average American has 
twice as many admissions to the hospital as he did a score of years ago, 
7r 27, p. 364 
7Hr 27, p. 384 
*** 1, p. 15 
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and that the cmst of each admission has tripled, we can appreciate the 
need for finding a method of coping with the cost of hospitalized illness. 
If rising costs were merely a matter of inefficient administra-
tion, the solution could be found in more careful control of hospital 
expenditures.. There is general agreement, however, that such is not the 
case. The Commission on Financing Hospital Care, in an exhaustive study 
sponsored by the American Hospital Association a few years ago, found the 
principal causes to be ngrowing complexity of services, greater volume 
of services rendered. to patients, increased hospital wages, shorter work 
week and improved working conditions, and inflation". * 
The Tf growing complexity of services" has not only meant more 
expensive equipment; it has meant higher payroll costs. More people 
are needed to use the new equipment and to carry out the new procedures. 
Employees per hundred patients in non-profit short-term general hospitals 
increased from 156 in 1946 to 218 in 1957. Salaries of these employees 
rose even more sharply, from $5.11 to $16.14 per patient day.** This 
spectacular growth of salary costs has in part been due to the need for 
hospitals to bring their salary scales into .line with those paid by in-
dustry, particularly in the case of women workers, who were previously 
excluded from industry (a non-recurring factor), and in part to the in-
creased proportion of skilled technicians in the hospital work force, 
an increase directly attributable to the advances in medical science. 
The following table illustrates the latter point. 
* l, .p. 15 
** 27, p. 364 
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TABLE I 
INCREASE IN TOTAL HOSPITAL EMPLOYEES AND IN HOSPITAL PROFESSIONAL 
PERSONNEL, UNITED STATES HOSPITALS~ 1946 TO 1950 
All Employees 
Graduate Nurses 
X-Ray Technicians 
Clinical Laboratory Workers 
31% 
40% 
57% 
62% 
Source: Becker, Harry, ed.: Financing Hospital Care in the United 
States: Volmne 2: Prepayment and the Connnunity, New York, 
McGraw Hill, 1955, P. 266 
A leading authority, after pointing out that hospital costs 
per patient day had risen an average of 7% annually from 1951 to 1956, 
while the Consmners' Price Index remained stable, estimated that they 
would continue to rise at a rate of at least 5% a year for the fore-
seeable future.* There has not yet been any indication that this was 
not a well founded prediction. 
Finally, on the subject of hospital costs, it should be empha-
sized that these are by and large fixed costs. Hospital bed occupancy 
in voluntary short-term general hospitals - the ratio of occupied beds 
to available beds - fluctuated between 72% and 78% during the years 1946-
1957 ,~f- and yet many hospitals have found it necessary to expand their 
capacity. This is because the hospital must be ready to deal with the 
connnuni ty' s ma.ximmn need, not its minimum need. The same consideration 
requires the hospital to have its complex equipment, some of which is 
often idle for considerable periods of time, but which must be ready for 
use when needed, and to maintain a professional staff large enough to 
-r.-23, P• 36 
** 27' p. 364 
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care for peak loads on pain of being unable to obtain the necessary per-
sonnel when urgent need arises. Suggestions for improvement in this 
area have included conununity-wide planning to avoid duplication of ex-
pensive facilities in neighboring hospitals, and increased use of 
hospital services on an out-patient basis.* 
Before turning to the effect of rising costs on the method of 
paying for hospitalization_, we may sum up in the words of the Commission 
on Financing Hospital Care: 
The most important factor affecting hospital costs is the 
nature of the hospital service program w its scope and quality. 
The hospitals with the most comprehensive service programs have 
the highest COStS .~H!- 1 
* 4, pp. 258~9 
** 4, p. 251 
14 
CHAPTER III 
THE . GROWTH OF BLUE CROSS 
Early Prepayment Plans 
The concept of prepaid medical care is an old one. The earli-
est example of it in America was in 1798, when a law was passed requiring 
th~ withholding of twenty cents.a month from. the wages of every American 
seaman, the money to be used for ttthe temporary relief and maintenance 
of sick or disabled seamenn .. * By the time this law was repealed at the 
end of the nineteenth century in order to relieve American shipowners of 
. ftn additional fringe cos~ in their competition with British shipping, a 
number of seamen's hospitals and homes had been built with the funds col-
lected.-l!-
The next recorded experiment with prepayment took place .in the 
1880's in Northern Minnesota, where a number of individual hospitals con~ 
tracted with groups of lumberjacks to furnish hospital service in return 
for periodic payments.. These plans are believed to have been discontinued 
when the subscribers discovered that they were entitled, under their con,.,.. 
tracts, to receive free bed and board from the hospitals. They began to 
use these facilities after the celebrations which accompanied their re-
turn to civilization during the spring thaw. The plans thus failed from 
the first known instance of what is today called ttover-utilizationn of 
hospital facilities by insured persons.** 
* 1, p. 5 
*'-*" 37, p. 9 
;• .. -.. ·: 
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A successful plan was evolved in 1921 by a hospital in Grinnell, 
Iowa, entitling members to three weeks of cate, exclusive of extra ser-
vices, for a payment of $8.00 a year. This plan eventually became re-
striated to college students, and ceased to cover the rest of the com~ 
munity • .,~ 
These early plans were isolated attempts by individual hospitals 
to stabilize their income.. It was not until: 1929 and the difficult years 
that followed that community need for some measure of protection against 
the rising cost of hospitalized illness gaveithese experiments the impetus 
that transformed them into a national movement, until today, in the words 
of the Commission on Financing Hospital Care~ 
"The financial stability of the voluntary hospital system 
is becoming increasingly dependent upon the degree to which 
voluntary prepayment enables both the general public and the 
hospitals to meet their common proble~ of financing hospital 
care." ** 
The plan generally·agreed to beth~ one that gave birth to the 
modern prepayment movement was the plan founded in 1929 by a group of 
Dallas, Texas, school teachers who contracte~ with Baylor University Hos-
pital on a prepayment basis.. The plan entit~ed members to three weeks 
hospitalization a year for a premium of thre~ dollars each semestero The 
satisfactory experience of the fifteen hundr.ed teachers enrolled in the 
plan attracted other groups in the community, and the plan grew rapidlyo 
By 1934 there were 23,000 persons covered by the plan through 408 groupso?~ 
* 37, p. 9 
** l~ P• xxii 
.Y<** 37, p. 10 
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The success of the Baylor University plan encouraged other hos-
pitals to experiment with similar one-hospital prepayment arrangements, 
and these gegan to grow rapidly in number. It was not long, however, be~ 
fore the obvious disadvantages of the single-hospital plans began to be 
apparent. Hospitals found themselves competing in the solicitation of 
subscribers, and subscribers found themselves restricted in the choice of 
hospital at the time of actual illness. 
Development of Blue Cross Plans 
The solution to this particular problem was not long in cominge 
In July of 1932 the first city-wide plam was established in Sacramento, 
California, with the participation of all the hospitals in the city. In 
January of 1933 plans were established in Charleston, West Virginia, and 
in Essex County, New Jersey. Both these plans are still in existence, 
the latter as the Hospital Plan of New Jersey. In July of the same year 
the hospitals of Saint Paul, }linnesota, founded a city-wide plan which 
was the first to use a blue cross as its emblem; this plan is now the 
Minnesota Hospital Service Association. By January l, 1935, there were 
ten plans in existence, covering 54,494 participants; by January of 1937, 
three months after the establishment of the Massachusetts plan, there 
were 26. plans with 608,365 participants.* 
The growth of these plans in the early thirties was without 
question due in part to the depression. Insofar as the hospitals were 
* 37, p. 12 
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concerned, patients were fewer, and fewer patients were paying. Endow~ 
ments and gifts were down, and empty beds were reflected in lower patient 
income. The need for a new method of financing the operation of the hos-
pitals was particularly evident during this period.*'· Had this been the 
only or even the primary factor, however, the plans would not have assumed 
the overriding importance in the field which • they subsequently did. The 
fact is that they represented an answer to the problem of rising hospital 
costs, which more and more required some form of budgeting, and which 
each year, as we have seen, affected a large percentage of the population. 
Encouragement for the new plans came from the American Hospital 
Association, which as early as February of 1933 adopted a resolution ap-
proving rtthe principal of hospital insurance as a practicable solution 
of the distribution of the cost of hospital ?arerto?~ Later the same year, 
the Association issued a pamphlet outlining the essential elements of 
what it considered to be an acceptable plan for group.hospitalization. 
In 1936, the Association sponsored the establishment of the Committee on 
Hospital Service, whose functions were to se~e as a clearing house for 
information for existing plans and to aid in! the establishment of new 
ones. This committee has continued. to function, and is now known as the 
~lue Cross Commission bf the American Hospital Association. Beginning 
in 1938., the A.H.A. has established standards for the plans to meet, and 
each plan is ~ubject to annual reapproval. iA.pproved plans are eligible 
for institutional membership in the Associa~ion. Standards have changed 
* 1, p. 16 
~l- Quoted in 37, P• 14 
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dur:ing the course of the years, but have always required that they be :non-
profit in nature and provide the subscriber 1rith free choice of hospital, 
in addition to various other requirements de~ling with financial stability 
and other phases of plan operationo 
Assistance was also forthcom:ing from state legislatures in 
. those states where the plans were classified: as insurance, in the form 
of legislation exempting them from the insurlnce laws of the state; the 
plans were thereby enabled to avoid the capital requirements in force 
for stock companies, and still protect their: subscribers from assessments., 
Without such enabling legislation, the hospiFals and civic organizations 
which were generally responsible for the inception of the various plans 
! 
would have been quite unable to raise the necessary fundso The first 
such law was passed in New York in 1935, and 1 one was passed in Massachu-
setts in 1936 (Chapter l76A of the General Laws)~ 
Influenced by the success of the non-profit plans, :insurance 
companies began to offer group hospitalization policies during the late 
1930's, and later added individual hospital ~nsurance policies to the 
coverage made available by them. These comp~ies have contributed their 
share to the growth of prepayment in the United States. It is important, 
however, to define what is essentially different about the voluntary 
plans, and primarily the Blue Cross plans which represent the huge major-
ity of voluntary plans, and with which 1ve are here concerned. 
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The Special Nature of Blue Cross Prepayment P'lans 
The basic concept of the Blue Cross plans is that they are 
essentially agencies of the hospitals of the area in their dealings with 
the pub'lic, and agencies of the subscribers in their dealings with the 
hospita'ls.* The term agency is of course not to be taken in the lega'l 
sense in this connection. It is this concept which underlies the fact 
that the American Hospital Association's original standards of approval 
for Blue Cross plans included a guarantee of subscriber benefits by the 
hospitals. That is, the hospitals agreed to furnish the plan's subscrib-
ers with the services covered by the subscription contract regardless of 
the plan's ability to pay at the time of hospitalization. This is not 
merely a paper guarantee: it is incorporated in the enabling legisla-
tion of a number of states, and in the model law sponsored by the Blue 
Cross Commission; in some cases hospitals have for a time accepted less 
than the agreed upon rates of payment in order to help their plans over 
a difficult time. This was true in Massachusetts during 1939, when Blue 
Cross payments were ~ut 20% for several months. The amount was later 
repaid in full,** and it may be added, parenthetically, that there have 
been times when the situation has been reversed, and hospitals have been 
in possession of advance payments from Blue Cross. The p.rovision of law 
covering this situation is quite specific: "All contracts issued by 
such corporation shall constitute direct obligations of the h9spitals 
* Cf. Principles Governing the Relationship between Hospitals and Blue 
Cross Plans, adopted by the House of Delegates of the American Hospital 
Association, October 1946 -quoted in.37, p. 290 
** 37, P• 55 
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.... with which such corporation -has contracted for hospital service," 
reads the model law.* 
This same concept of the Blue Cross plan as a mere intermediary 
is also behind another feature of the plans which has historically been 
different from that of the commercial insurarice companies. The basic 
approach of commercial insurers has been to pay a cash benefit to their 
subscribers: a certain amount for routine care, so much for extras, and 
that was it. In spite of certain experiments in the direction of co~ering 
a percentage of the whole hospital bill on the basis of coinsurance, this 
is still the approach most often used by insurance companies. Blue Cross 
plans have used what is called the service b~nefit approach. That is, 
they generally cover certain specified serviqes, regardless of actual 
cost, and pay the hospital directly for these services. There are, of 
course, exceptions here too- at the present'time, Massachusetts Blue 
Cross pays a cash indemnity on most obstetrical cases, and a cash indemnity 
toward room and board charges, while maintailring the service benefit ap-
proach for special services~ but in general; the Blue Cross plans have 
tended to do what the name Hospital Service Plan implies, namely seek to 
cover the required hospital services as such: rather than to indemnify the 
patient a flat amount at the time of hospitalization. It may be added 
that this is a distinct advantage to the hos~ital in one respect: no pa-
tient can divert a Blue Cross payment to his, own use, since it is always 
remitted directly to the hospital. The same cannot be said of checks re-
ceived by beneficiaries of commercial insurance policies. 
-)!- 37, p. 294 
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Post-War Growth in Blue Cross Enrollment 
We have already noted the rapid growth of Blue Cross coverage 
! 
in its early yearso This growth has continuyd• Coverage on January 1, 
1938> was 1,364,975, more than double the coyerage the year before; yet 
by the following year the coverage had doubled againo During the ensuing 
years, at no time was the annual increase in' coverage less than a million 
:persons, and it has run in excess of five million in a single year (1946) ·* 
On January l, 1953, after twenty years> coverage extended to 41,800>000 
persons, an average growth of more than two rinllion a year. By January 
l, 1954> it had reached 42,900,000 persons,** and by March 31, 1958, 
' 
' 
eighty-five Blue Cross plans reported 55,820~296 members.~~ 
! 
Massachusetts coverage has in general been well above the na-
tional average. On January 1, 1947, it was ~econd only to the New York 
City plan in size of enrollment, with 1,991,~00 persons covered, 44.2% 
of the population. The next three years saw: a drop in coverage, but the 
growth was then resumed, and by January 1, 1953, Massachusetts was eighth 
in the nation in population coverage: 2,015~000 persons or 42.4%. 27% 
of the population was covered nationally on ~his date.~~Y~ Coverage is 
of course not evenly distributed throughout ~he Commonwealth: in Sep~ 
tember of 1944, for example, a survey found 'eo% coverage of the population 
of the town of Wellesley. ~Hh'!-
* 37, p. 12 
~** l, p. ll 
~ 26, p. 88 
*YMPk l, pp o 318-9 .. 
*-:HPA4~ 11, P o 5 
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The significance of these figures is underlined by the fact 
that insured persons, including Blue Cross enrollees, tend to make 
greater use of hospitals than non-insured persons. A survey by the 
• 
Health Information Foundation came to the following conclusion on this 
point in 1953: 
"the admission rate to hospitals for all persons was 12 
per 100 of the populationo For persons with (hospital) in-
surance the rate was 14; for those without insurance the rate 
was 9. The number of hospital days per 100 persons for all 
persons per year was 90e For those with insurance there was 
100 days per 100 persons, and for those without insurance, 70 
days per 100 persons.n * 
This is due to a number of factors, of which abuse of policies 
is probably one of the least. Income level, urbanization, education, are 
all involved. 
The following table compares the Blue Cross service benefit 
days (i.e., those covered by the service contract rather than by the 
'\~ cash indemnity program used in maternity cases) with the total patient 
days (excluding those which would not be covered by the service contract) 
in a number of ~~ssachusetts 'hospitals for the most recent Blue Cross 
con tract year. 
* Quoted in 28, 10/1/58, Po 53 
• 
.. 
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TABLE IX 
BLUE CROSS SERVICE BENEFIT DAYS AS A PERCENTAGE OF TOTAL NON-MATERNITY 
PATIENT DAYS FOR NINE MASSACHUSETTS HOSPITALS DURING THE YEAR ENlJElJ 
JUNE30_, 1958 
Total Non- Blue.Cross Percentage 
Maternity Benefit of Total 
Patient .Days Covered by 
Days (1) Blue Cross 
Hospital A 19,769 8;,772 44 
Hospital B 24,901 11;494 46 
Hospital C 24,387 12~228 50 
Hospital D 18,591 9~413 51 
Hospital E 15,986 8,348 52 
Hospital F 19,928 10~992 55 
Hospital G 1,374 773 56 
Hospital H 40,980 23~207 57 
Hospital I 292981 172255 58 
Total 195,897 102,482 52 
(1) Including newborn infants remaining after the mothers' discharge. 
Source: Hospital Records 
It may readily be seen that Blue Cross patient days run to 
about half of the total days in the average hospital. This means that 
i 
the hospitals must look to the Blue Cross plans for approximately half 
of their operating income. It also means that the Blue Cross patient, 
and Blue Cross itself, are in a different relationship to the hospital 
than other patients in the matter of payment. As far as the patient is 
concerned, this has meant that confirmation ,of Blue Cross membership has 
generally been accepted in lieu of a deposiu, and that he may leave with-
out being asked to pay the portion of his bill covered by his policy. 
This is not true in the case of commercial insurance policies unless the 
patient assigns his benefits to the hospital. As far as Blue Cross it-
self is concerned} this has meant that a sp~cial method of payment has 
24 
developed over the yearso Again, this is not true of commercial in-
surers, who pay based on a fixed schedule. 
The effects. of these special methods of payment will con-
cern us in the following chapters. 
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CHAPTER IV 
HOW BLUE CROSS PLANS PAY ~OSPITALS 
General Classification of 'Methods 
"Hospital administrators today are confronted with the 
fact that approximately half, and in some instances substan-
tially more than half, of their earned income comes from pre-
payment agencies. At the present rate of growth of prepayment 
population coverage, the patient paying the hospital directly 
will, in time, become a relatively minor source of hospital 
earned income ••• The hospital's schedule of charges for care 
rendered non-prepaid patients and the method for determining 
such charges have already become for many hospitals a factor 
less important to hospital income than the method used to de-
termine the amount of payment to t~e hospital for care ren-
dered prepaid patients.1f - Commission on Financing Hospital 
Care* 
From the very beginning of the Blue Cross movement, both plans 
and hospitals have tended to the view that payments to hospitals ought to 
be something less than charges to the general public. Of seventy-four 
Blue Cross plans surveyed in early 1953, only ten indicated that they had 
started ·out by paying the patient's bill in full. At the time of the 
survey, fifteen of the seventy-four plans were paying in this manner, but 
only twelve chief executive officers 0f plans indicated that they favored 
this method.~~ The same survey indicated a !considerable amount of chang-
ing from one payment method to another: fifty-four plans had made at 
least one major change in the way they paid their member hospitals; be-
' 
tween them, these fifty-four plans had made ninety-three changes.** 
* 1, P• 305 
~~ 24, p. 42 
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The reimbursement formulas used over the years have been too 
numerous to list in detail. With a very few exceptions, which may be 
described under the vague title of "negoti~t~d rates'' ~ all rates are 
- . 
negotiated, after all - these formulas have been based on one of three 
points of departure. These are 1) Flat per, diem rates effective 
throughout the area; 2) Regular charges to the public; and 3) the cost 
to the hospitals of furnishing careo 
Flat Rate Per Diem PaJkents 
The flat rate method of payment was the one most popular in 
the earliest days of the Blue Cross plans. Fifty-four plans began their 
careers with some variety of negotiated per diem rate, forty-four of 
I 
them flat rates (the others varied with the ~ength of stay); by 1953 
there were only six left, of which two were flat rates.* This type of 
payment had the advantage of simplicity. Bo)th the plan and the hospi-
tals knew exactly what was to be paid on each patient's bill. It en-
abled ·the plan to base its payments on the a~erage cost of hospitaliza-
tion for the conununi ty. It was particular lyt easy to compute the rates 
'· to be charged subscribers under this type of' plan. Presu:rn4bly, the ef-
ficien·t hospital would benefit and the inefficient hospital would suffer 
i 
under a method which provides. a fair per dieF reimbursement throughout a 
particular area. As we have already noted, however, efficiency is not 
I 
the principal variable in hospital costso On the contrary, the principal 
' 
* 24, p. 41 
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cause of high costs is high quality of service. The higher cost hos-
pitals, which included the ,teaching institutions and other hospitals 
furnishing a wide variety of special services, tended to find themselves 
the sufferers under the flat rate type of remuneration. It was also 
found difficult to adjust these rates to the sky-rocketing costs of hos-
pitalization: either the hospitals were inadequately reimbursed until 
the contract was revised, or, if the flat rate was increased, the plan 
itself suffered until it was able to revise its subscription rates. 
This lag tended to defeat the very purpose of the plans themselves in so 
far as the hospitals were concerned. Those flat rate reimbursement for-
mulas that have continued have had to revise their rates at frequent in-
tervals in order to keep pace with increasing costs. 
Payments Based Upon Rates Charged to the Public 
The above considerations have resulted in decreasing popular-
ity for what began as far and away the most common method of payment. 
The second basic method, that based on charges to the general public, 
was, as we have seen, never as popular. Its use has not fluctuated as 
widely, however. Fifteen plans began with some variant of this method 
and twenty-eight were classified as using it in 1953.* The variations 
included discounts of varying percentages fr~m the full price, and ceil-
ings on the amount to be paid for various services. Such a plan was in 
use in Massachusetts for many years. Because it was found that per diem 
* 24, "P• 42 
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charges of hospitals not approved by the American College of Surgeons 
were running higher than those of approved hospitals, ceilings were 
placed on the amount to be paid for room and board: $7.50 per day for 
hospitals approved for residencies and internes' training; $7.00 for 
hospitals approved by the American College of Surgeons; and $6.50 for 
the rest7f-.. • (But where are the snows of yesteryear?) • 
Criticisms of this method have been many, and have ranged from 
the practical to the sociological. One of the major practical objec-
tions is the difficulty, for the plan, of budgeting its hospital expense 
in:_•.a situation where hospitals can raise their rates at will, a diffi-
culty only slightly alleviated, and in some cases at the cost of hard~ 
ship to the hospital, by requirements concerning notice of intent to 
raise rates. Another concerns the paper work involved in checking the 
charges on each bill to the hospitals' established schedules of fees. 
Other objections deal with the variation between charges of 
individual hospitals. The hospital with the highest prices is not al-
ways the hospital with the best facil:lties, as the Massachusetts experi-
ence previously described bears out. Plans cannot fairly discriminate 
against proprietary hospitals, and yet there is some doubt as to whether 
charges computed with a view to making a profit should be equated with 
those intended to provide a public service. 
The effect of the Blue Cross plans on hospital income_, which 
has been highly beneficial, gives rise to a further objection: since 
Blue Cross pays its subscribers' bills promptly, it is felt that the 
* 37, pp. 51 and 288 
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savings in collection expense - always very large in the hospital field 
and in bad debt losses should be reflected in the rates paid by the 
i 
plans. ,This cost-saving, together with the increased hospital utiliza-
tion due to the volume of nbusinessn furnish~d through Blue Cross, have 
presumably underlain some of the payment methods based on charges less 
an agreed.discount. 
Other objections range farther afield. A leading authority, 
the first head of what is now the Blue Cross Commission, criticises this 
method in the following way: 
ttif it is possible a third party might agree to reimburse 
each hospital at its established retail prices for services to 
subscribers or beneficiaries. But such a policy, if it is to 
be financially sound, implies approval by the third party of 
(l) .the price to be charged for ea~h service, and (2) the num-
ber of services for which the party is to be charged. Approv-
al of these factors, when combined, leads rapidly to control 
of hospital management. But without authority for such approv-
al on the part of the buyer, the payment. of established charges 
cannot be administered successfully. Illustrations to the 
contrary usually prove to be arrangements for indemnification 
up to limited total amounts, not a' guarantee to pay established 
actual prices for all services rendered to subscribers or other 
beneficiaries.n * 
A further objection to the payment; of established charges stems 
from the frequently arbitrary nature of these charges.. Some services 
are overpriced and others underpriced, not o~ly between hospitals but 
within single hospitals as well. Charges bear no relation to costs in 
I 
most cases. We now find ourselves led to tile threshhold of the third 
I 
major method of payment for service, that of; payment based on cost. 
* 21, p. 51 
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I 
~yments Based Upon Cost to the Hospitals 
Payment based upon cost of service'was not the method selected 
by most plans at their inception: only two of seventy-four surveyed in 
1952 used this method in their first contracts. By 1952, however, 
thirty-three of these same plans used it, and it was the preferred method 
of fifty-three plan executive officers out of seventy-four.* 
The concept of cost as a method of payment is rooted in the 
i 
very nature of the voluntary hospital as a npn-profit institution serving 
the connnunity. If these institutions are to: be genuinely non-profit, 
they should furnish their services at cost, or perhaps at cost plus a 
small provision for emergencies.. Certainly the idea that patient charges 
should approximate cost is generally accepted among voluntary hospitals. 
It is this concept which is expressed in the following statement by the 
Commission on Financing Hospital Care: 
ttThe hospital t s charges to tb.;e prepayment agency, and to 
the general public, should be dire:ctly related to the actual 
cost of providing a· service. Unless this is the practice, the 
hospital will be overpaid for some; items of service and under-
paid for others. Charges that are less than unit cost mean 
underpayment to the hospital and make it necessary to charge 
more than unit cost for other items of service." ** 
The other side of the coin here is:, of course, the necessity 
for the hospitals not to charge less than co:st either, since any result-
ing deficits must be made up by the community, either through taxation 
or through charitable contributions. 
The following passage illustrates how this basic concept leads 
into the principle of reimbursement at cost by third party agencies: 
* 24, P.• 43 
** 1, P• 306 
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"Under the principle of free enterprise, (all) individual 
full-pay patients should expect to: pay approximately the same 
price for the same services in the same community. (This rule 
would also apply to a third party which contracts for service 
to a large group of subscribers or.beneficiaries. The Blue 
Cross plan or government should expect to pay about the same, 
on the average> as other patients of similar economic status 
pay for similar amounts and types ~f service> on the average.) 
In the long run, established charges to individual patients 
cannot be expected to control the amoF,nts paid by large-scale 
contractors who guarantee definite·payment for all their eli~ 
ents. The amount paid by such a contracting agency will tend 
to equal the cost of the services i:-endered to its clients." * 
It is interesting to note that when the Council on Prepayment 
Plans of the American Hospital Association incorporated the above state~ 
ment in the introduction to its Principles of Payment for Hospital Care, 
it omitted the word ttalltt from the first sen.tence, and replaced the pas-
sage enclosed in parentheses with the single, word rtBut't. ** The emphasis 
is thus placed on the difference in the nature of payment by Blue Cross 
rather than on the underlying similarity. 
The American Hospital Association, which has over the years 
devoted a great deal of time to the problem 'of reimbursement, has con"'-
sistently taken the view that a fair and equitable rate should not be 
more than cost of furnishing the services, nor more than the charges 
made to the public for like services. The ~ouse of Delegates of the 
Association incorporated these views in recommendations adopted in Octo-
ber, 1946. The "Fundamental Principles'' enunciated as part of these re-
, 
commendations are sufficiently basic to our discussion to be worth ex-
cerpting in some detail: 
' * 21, p. 51, Parentheses mine - D.F. 
** l2J, pp. 3-4 
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"TO BE ACCEPTED BY HOSPITAlS : ; 
112. The hospitals, as agencies organized to render ser-
vice to the public, must of necessity receive a fair and equi-
table rate of payment for services rendered to subscribers of 
Blue Cross plans. 
tt3. Hospitals should not expect to receive rates of pay-
ment from Blue Cross plans for basic services provided to sub-
scribers in excess of such services ••• 
"4. • •• hospitals should not: expect to receive rates of 
payment for services rendered to s*bscribers beyond 100 percent 
of the average gross earnings at established rates for all pri~ 
vate patients occupying similar accomodations in the hospital. 
"5. Where the contract does ~ot provide for all~inclusi ve 
services, the hospital shall not expect to be paid by Blue 
Cross for those services not included in the terms of the Blue 
Cross contract • 
. ttTO BE ACCEPTED BY BLUE CROSS·PLANS: 
ttz • ••• Blue Cross plans should not expect .... hospitals 
to accept a rate of payment for services rendered to subscrib-
ers which would thus force the hospital to use trust and other 
funds to make up the difference between payments received and 
the cost of rendering service required under the Blue Cross 
contract. · 
n3. .. • Blue Cross plans shotlld not expect ••• hospitals 
to.depend upon income from private, patients, not subscribers 
to a plan, to provide operating funds to make up losses of inw 
come sustained by virtue of services rendered to plan sub-
' scribers.n * ' 
These eminently fair considerations did not at that time lead 
to the adoption of a position specifically endorsing any one of the three 
basic methods of payment. Instead, hospitals and plans were called on 
to use these principles in negotiating their: ·rates. The emphasis on cost 
as the best measure of reimbursement contintied to grow, however. By 
1949, the Council on Prepayment Plans and Ho
1
spital Reimbursement was able 
to state succinctly that T~lan payments should not be less than costs and 
should not exceed the established charges b~ hospitals for contract bene~ 
' 
' 
fits.n ** The thinking behind what has now become the most prevalent 
*Quoted in 37, pp. 290-l 
** Quoted in 32, p. 31 
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method of payment, the ·reimbursement of cost~ was perhaps best summa-
rized by the Commission on Financing Hospita+ Care, in language which 
clearly implies the inadequacy of any other ~ethod! 
ttif the method for determining the amount of payment to 
hospitals is not to affect the price of prepayment adversely 
or jeopardize the quality of care in the community, the pre-
payment plan should not pay the hospital more or less.than 
the actual cost of service rendered prepaid patients. The 
public should not be expected through prepayment to meet hos-
pital deficits which result from insufficient reimbursement 
from part-pay or non-pay patients br from bad debts.u * 
Just how seriously the determination of costs as a basis for 
payment is viewed by the Commission may be seen in the following state-
ment: 
trit is not uncommon for prepayment agencies to include a 
percentage over and above costs of operation in reimbursable 
cost formulas negotiated with hospitals. When costs of hos-
pital operation have been accurate~y determined, this practice 
can only mean that services rendered to other than prepaid pa-
tients are being subsidized through prepayment. Whatever the· 
amount, it increases the price of prepayment to the public.n ** 
It is the problem involved in the ~bove reference to accurate 
determination of the costs of hospital operation which has made prepay-
ment plans and their method of paying for care a prime concern of hos-
pital accounting. The concept of reimbursable costs directly involves 
the accounting procedures and methods of hospitals, whereas the other 
and now decreasingly popular methods of payment do not. It is now time 
to turn to the development of the.methods used to establish these costs. 
* l, p. 276 
** l, p. 277 
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CHAPTER V 
GENERALLY ACCEPTED METHODS OF HOSP~TAL COST ANALYSIS 
General Discussion 
The depression years which gave such an impetus to the Blue 
Cross movement had a similar effect upon met~ods of controlling hospital 
expenses. The need for economy led to a new:consciousness of the advan-
tages of adequate accounting and statistical: information, and of their 
use in the study of costs. In 1930, the United Hospital Fund of New York 
undertook a comprehensive study of all phases of hospital accounting, in-
cluding apportionment of expenses to revenue~producing departments, the 
' 
results of which were published in 1933.* TWo years later saw the firs15 
edition of an official manual of hospital accounting prepared by the 
American Hospital Association,** which had ak early as 1922 begun to de-
velop a standard chart of accounts for hospitals. 
As might be expented, there has been a great deal of variation 
in the methods of cost allocation used or advocated over the years. The 
surprising thing is that there has not been more. The bases suggested 
for the allocation of such expenses as food preparation, laundry, plant 
operation, and housekeeping, do not differ ~terially between the early 
texts mentioned above and the most recent el~borations prepared by the 
American Hospital Association.~~ 
* 7 
** 10 
*** 9 
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There has been somewhat more variation in the methods used to 
apply these bases than there has been ill the bases themselves. These 
variations have traditionally been classified under three general head-
ings, concisely described by the American Hospital Association as 
Method Number 1, Number 2, and Number 3~ presumably in the order of in-
creasing complexity, as may be seen from the following brief outline of 
the three: 
ttMethod 1. All costs of non-revenue producing departments are 
allocated directly to revenue producing departments. 
uMethod 2. All costs of non-revenue producing departments are 
allocated to all departments which they serve wheth-
er or not these produce, revenue. As the costs of 
each non-revenue producing function are allocated, 
in turn, the costing process ~or that department 
is considered closed, and no further charges are 
made to it and no deductions are made from it in 
subsequent allocations ••• 
'~ethod 3. A preliminary allocation of non-revenue producing 
departmental costs to.all departments is made in 
an attempt to measure the cost of the service which 
each of these departmental functions renders to the 
others. This is followed by the final apportion-
ment of e4Pense involving the allocation of all 
costs remaining in non-revenue producing functions 
directly to revenue producing departments.n ** 
The costs distributed in the second phase of Method #3 are, of 
course, the indirect costs received from other departments during the 
first apportionment. Method #3 was first used by the United Hospital 
Fund of New York, and was the method proposed in the study made by :Mr. 
Herbert Sands in its behalf in the early thirties. The United Hospital 
Fund is now said to favor Method #2, on the ground that the additional 
* 9, P• 29 
~~ Quoted in 3, pp. 17-8 
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clerical work involved in Meth~d #3 is not justified by the results.~~ 
It should be said in this connection that Method #3 is itself a compro~ 
mise as is implicit in the title used for it. by Dr. Leon Hay:~Hf- The 
I 
Vicious Circle Method. Theoretically, the cpsts of non~revenue produc~ 
i 
ing departments could continue to be distrib~ted to all departments in 
ever smaller repetitions of the first apportionment until nothing was 
left; so far, however, this has not.been done except for illustrative 
purposes, and a more common name for the met~od is that of Double nis~ 
tribution Methodo It has never been used in, }fassachusetts, and its use 
is becoming less widespread than it once was:. 
Method #2 is generally called the ~tep-Down Method, from its 
I 
! 
manner of disposing of one department at a time. It is generally agreed 
' 
that care must be taken, in using this metho~, to choose first that de-
partment which furnishes the most service to 1 others and receives the 
least from them ~ an arbitrary determination at best - in order to mini..,. 
mize any distortion of cost resulting from failure to recognize the in~ 
teraction of the various service departments!. The Step-Down Method is 
that favored by the. American Hospital Associ~tion at the present time, 
and is illustrated in considerable detail in its publication, Cost 
i --
Finding for Hospitals~ As we shall see, it was in use in Massachusetts 
for three years and, although not now in usei, is by no means a dead issue 
in the Commonwealth. 
Method #1 is generally called by a name which refers more to 
I 
I 
its history than the mechanism of its operation: the Government Reim-
* 3, Po 49 
** 3, p. 17 
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bursable Cost Method. It was the first method advocated by the American 
Hospital Association, and is outlined in its accounting manual published 
in 1935, and again in 1940. It ow·es its name to the circumstances that 
made it an almost universally used method at one time. This circumstance 
was the entrance of the Federal government into the picture with the 
Emergency }aternity and Infant Care program, administered by the 6hil-
dren's Bureau, as a result of an amendment to the Social Security Act on 
March 18, 1943. This program provided for reimbursement for hospital 
care for the dependents of servicemen of the four lowest enlisted grades. 
The impact of this program was further expanded when., in 1945, the Vet-
erans' Administration adopted the same method to provide for payments to 
civilian hospitals for hospitalization of veterans.* 
The formula used by these agencies was in itself an outgrowth 
of forms used earlier by the Children's Bureau to pay hospitals for the 
care of crippled children.. The formula was finally embodied in a docu-
ment known as Joint Hospital Form 1 and entitled UHospital Statement of 
Reimbursable Costn. 
The Concept of Reimbursable Cost 
It is important to note the use of the term nreimbursablen 
cost here. The choice of the word is not accidental. Its significance 
is weilil expressed by Dr. C. Rufus Rorem, one of the pioneers and still 
one of the leading figures in this fi~ld, in describing the development 
of the original Children's Bureau formula: 
""* 5, PP• 275-6 
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nEfforts were made to establi;sh a basis for calcula. ting 
per diem costs incurred by the institutions, and I served for 
some time on a committee which str~ggled with the matter of 
cost definition. 
"After many arguments, pro and con, about various dispu-
table items, the committee finally, decided to 'forget' all 
theoretically sound definitions of: cost, and merely summate 
those factors which would be reimbUrsable by the Federal gov-
ernment. It was from this idea that the term 'reimbursable 
costs' was developed, instead of such terms as 'true' costs, 
or 'full' costs .. " * 
It is important to bear this differentiation in mind. Many of 
the di:fficul ties involved in establishing sa;tisfactory reimbursement for-
mulas reflect the gap between the two concepts of cost. 
The three methods of cost allocati'on discussed above are not 
primarily concerned with the problem of thir~-party reimbursement. They 
are methods of arriving at so-called true co~ts of services rendered to 
patien·ts. An excellent description of the w:orkings of these methods and 
a comparison of their results, using identic,al figures and statistics, is 
to be found in a recent work by Dr. Leon Hay of the University of Indianao~I­
Our c~ncern, however, is with the 'development of reimbursable 
costs as exemplified in the successive forms' it has taken in Massachusetts. 
* ~uoted in 3, p. 70 
¥ 3, Chapter 3 
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CHAPTER VI 
ADOPTION OF PRINCIPLE OF REIMBURSABLE COST IN MASSACHUSETTS 
Background 
It will 'be remembered that Massachusetts was one of those 
states in which Blue Cross payment for hospital care was originally 
based on regular hospital charges~ subject, after a time, to a ceiling 
on charges for room and board. As.late as March 8, 1950, a committee 
appointed by Blue Cross to study the problem of hospital reimbursement 
notes that "current payments are based on the posted charges of hospitals 
from April 1948 to April 1949".* This committee recommended payment be 
made in the future in accordance with the Government Reimbursable Cost 
Formula 11until uniform cost accounting is achieved".** 
It was at this point that two events occurred which led to the 
formalization of the relations between Blue Cross and the hospitals in 
the matter of reimbursement. 
The first of these was the publication by the American Hospital 
Association of the first revision of its accounting manual procedure since 
1940.*** Publication }U0-50, as the 1950 revision came to be called, 
consists of (1) a detailed discussion of the various statistics that 
should be kept by hospitals, together with definitions of these statistics 
where necessary; (2) a uniform classification of accounts for hospitals; 
(3) a detailed discussion of each account in the uniform classification, 
* 13, P• l 
** 13, p. 4 
**'A- 15 
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with specific instructions as to what belongs and does not belong in 
each of them; (4) check lists of supplies and expenses, indicating the 
account to be charged for each; and (5) a departmental listing of types 
of hospital equipment, with suggested estima~ed lives of each piece of 
equipment listed. This handbook, the first 0f three sections issued to 
' date, (the others deal with recommended office procedures for small hos-
pitals and with cost analysis), was issued in advance of the other sec-
tions "in order to meet the pressing need of hospitals, Blue Cross Plans 
and government and social agencies for uniform:~and improved hospital 
accounting and statistical record keeping and reporting", according to 
i 
the preface. Certain it is that the use of a uniform classification of 
accoun1:s such as this is an essential to any: kind of effective approach 
to hospital costs, subject to such variations as local conditions and 
the peeuliarities of individual hospitals may require. Because of its 
wide aeceptance, and particularly because of the peculiar importance it 
has acquired in Massachusetts, a condensed srmunary of the portion of the 
uniform chart of accounts dealing with expense is reproduced as Appen-
dix 1. 
The second momentous development i~ the field of hospital reim-
bursement during 1950 was the repeal of the original Blue Cross enabling 
i 
legislation, passed in 1936, and the substit~tion therefor of an entirely 
new law· which incorporated the manner of pay:inent into its provisions. 
The peJrtinent provisions of .Chapter l76A of Fhe General laws follow: 
"All rates of payment to hospitals made by (non-profit 
hospital service) corporations und~r such contracts shall be 
approved in ~dvance by the Commissioner of Public Health, in 
this section called the commissioner. No rates of payment 
shall be approved by the commissio~er unless such rates reflect 
41 
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reasonable hospital costs or are based on charges made to the 
general public, whichever is the lbwer. The conunissioner in 
determining reasonable cost may give consideration to depre-
ciation, amortization and individual services 1ffiich are ren-
dered for partial or no payment ••• A hospital ••• shall file 
with the connnissioner on request such data, statistics, sched;... 
ules or information as he shall reasonably require ••• n * 
Although the above paragraph was akended in 1953 to reflect 
the transfer of the supervisory fun9tions frc;>m the Connnissioner of Pub-
lie Health to the Commissioner of Administration, and was completely re~ 
I 
written and enlarged in 1956, the basic req~rements have in no way been 
reduced. On the contrary, a 1953 amendment to a related section of the 
Gener~L Laws, that dealing with payments to hospitals by welfare depart-
ments 1:>f cities and towns, specifies that the Commissioner of Adminis-
tration, in setting these rates, ttshall make: his determination in ac-
cordance with a uniform system of hospital accounting and cost analysis"·** 
The re-vised version of the above quoted paragraph, as adopted in 1956, 
appears below: 
"All rates of payment to hospitals made by such corpora-
tions, under such contracts, shall be approved in advance by 
the Commissioner,of Administration, in this section called the 
connnissioner. Any such approval lllay be withdrawn at any time .. 
No rates of payment shall be approved, or their continuance be 
permitted, by the commissioner unless such rates reflect rea-
sonable hospital costs or are based on charges to the general 
public, whichever is lower. The dommissioner in determining 
reasonable cost shall give consideration to services provided 
by the hospital and. the costs of comparable hospitals, and may 
give consideration to depreciatiod, amortization, interest, 
occupancy and individual services :which are rendered for par'""' 
tial or no payment. The commissioner shall approve rates under 
this section within a reasonable period of time. 
nA hospital or non-profit hospital service corporation 
shall file with the connnissioner, ·;at his request, such data, 
* 38, pp. 639-40 
iH~ 39, p. 617 
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statistics, schedules or informatien as he may reasonably re-
quire to enable him to approve or ~isapprove contracts with or 
rates of payment to hospitals. For the purpose of approving, 
disapproving, or permitting the continuance of all rates of 
payment, under such contracts, the commissioner may require an 
examination of the books of account and statistical records of 
each hospital and non~profit hospital .service corporation, and 
such examination shall be made under the direction and super-
vision of the director of the division of hospital costs and . 
finances. The director may • • • enter into an annual agreement 
with a non-profit hospital service: corporation for the services 
of such auditors or accountants asimay be required in any such 
examination; provided that the entire costs of such salaries 
of auditors and accountants and neyessary expenses connected 
therewith, including expenses· of the director, shall be borne 
by said corporation. Expenses incUrred in any such examination 
shall be treated as part of the cost of hospitalization by said 
I 
corporation." * 
The Earliest Massachusetts Cost Form~a (Form MDPH 100) 
I 
As a result of the above developments, Massachusetts joined the 
roster of states paying hospitals on the basts of costs, or, more precise-
ly, the lower of costs or charges. The methbd selected was the Government 
Reimbursable Cost Formula method, expressed 9n a form prepared by the De-
partment of Public Health and known as Form MDPH 100. A copy of this form, 
which was used for the calendar years 1950 and 1951, is included as Appen-
dix 2: There follows a discussion of some ot the points of interest pre-
' 
sented by the form. 
' It should first be noted that the instructions require strict 
adherence to the uniform classification of abcounts proposed ~ A~H.A. 
! 
publication Ml0-50, as well as to the statistical definitions of that 
handbook (Instruction 2). 
* 40, pp. 268,..,.9 
' 
This has been true of all subsequent cost 
i 
! 
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reports required under the law. In the instructions on Form MDPH 100 
there.are five separate references to the manual. It may be seen how 
important a role the manual was bound to play in Massachusetts hospital 
accounting under these circumstances. 
In some respects, however, the form depart's. from the instruc-
tions in the manual. One of these is the requirement concerning classi-
fication of newborn infant days contained in Instruction 6, which calls 
for treating newborn infants remaining after the mother's discharge as 
regular patients. In this, Form MDPH 100 follows the Government Reim-
bursable Cost Formula and not the manual, which goes out of its way to 
state that 11Newborn infarits .remaining in the newborn infant nursery af-
ter the discharge of the mother should continue to be recorded as new-
born infants." * This procedure has been continued on the forms which 
succeeded the MDPH.lOO, with results which will be discussed later. Such 
postponement is perhaps more than appfopriate, since the instruction on 
this point is in very small print, and was generally disregarded until 
the fiscal year ended September 30, 1955, when the form currently in use 
was first instituted. The instructions accompanying the present form 
highlight this point, and do so in much plainer language. 
The adjustment columns provide for alloc~tion of payroll taxes 
to the departments in which the einployees work. This results in an all6-
cation of payroll taxes in the same ratio as the payrolls concerned, 
rather than in the ratio used for administrative and general expense, 
which is where they are charged if the A.H.A. manual is followed in 
~1- 15, P• 9 
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recording direct expenseso This is not a di£ficult adjustment to make, 
sillce each departmental expense account is bfoken down in the manual 
between salaries and wages on the one hand and supplies and expenses on 
the other. 
The adjustment columns are also toibe used to deduct certain 
types of expense from the direct expenses reported in column 2 of the 
form, thereby excluding them from reimbursable costs. 
I 
These items, 
which are listed on lines 46 through 68 of t~e form, are taken by and 
large from Joint Hospital Form 1, with a cou~le of changes: on the one 
hand, interest expense is not excluded, and services of members of reli-
I 
gious orders are not subject to the ceiling 6f $75.00 a month per person 
which is required by the Children's Bureau formula; on the other hand, 
fund raising expenses and cost of newspapers; radio and television ser-
vices sold are added to the list. The treat~ent of interest and of do-
nated services is in accord with majority t~ing on the subject,* and, 
in the latter case, specifically provided for in the law. Some of the 
amounts involved in these adjustments are re~dily ascertainable; others, 
such as the cost of drugs, or meals, sold to:other than patients, imply 
a knowledge of the elements of cost often lapking in the small hospitalo 
This is particularly true in the case of drugs. The instructions do not 
suggest any way of estimating the informatio¥; forms required in later 
' years have dealt with this problem by requir~g the subtraction of the 
income from these sources from the correspon~ing expense accounts, there-
by eliminating the question of cost entirel~ in this area. Where sales 
* 12, pp .. 10-ll 
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are actually at cost, this accomplishes the purpose; where they are not, 
it is another matter, but the method has the virtue of simplicity. 
Instruction 10 provides for a depreciation allowance.of nnot 
more than 6%tt of expenses as adjusted, to be used by hospitals which 
have not established a regular practice of taking depreciation on the 
books. This provision was also taken from the Government Reimbursable 
Cost Formula. :]:t represents a recognition of the fact that many hos-
pitals do not, because of their background as charitable institutions, 
have the information necessary to compute depreciation in an acceptable 
manner. This feature of Form MDPH 100 has been continued by its succes~ 
sors, with the additional requirement that the amount so computed be re-
corded on the books. 
The whole question o~ depreciation as a cost has been much ar-
gued in the hospital field. There are those who hold that most hospi-
tals acquired their buildings by p~blic subscription, and that the com-
' 
munity will again be asked to furnish the money when the time comes to 
add or to renew.* Others are.willing to allow depreciation as a cost 
only if it is funded, so that the public can have some guarantee that 
funds will be available for new construction when the time comes.· Others 
feel that depreciation should be allowed on equipment, to which the above 
comments do not generally apply, but not on buildings~ Current thinking 
ten\is to the view· that depreciation is a proper inclusion in cost,~~ 
and Massachusetts is not alone in using operating expense as a basis for 
computing the depreciation allowance. We shall see that this method can 
under certain circumstances have some strange results. 
* See 6, p. 41 for discussion of this and other views 
** 24, p. 43 
46 
The final step in the preparation o+ Form MDPH 100~ except for 
the computation of per diem cost~ is the segregation of departmental ex-
penses as between in-patients, newborn infant~~ and out-patients. The 
instructions, recognizing the likelihb.od that. many hospitals could not 
accurately segregate their out-patient costs,. allow them the alternative 
of assigning an amount of $4.00 per visit to put-patient. Surprisingly, 
no similar alternative is provided for the estimation of newborn cost. 
The omission is the more noticeable in that the A.H.A. manual, while it 
calls for segregation of out-patient departmeht expense on the books of 
account, makes no such provision for nursery :costs. Fortunately~ how-
ever, it is not as a rule too difficult a matter to segregate at least 
the largest item of nursery cost, which is the payroll expenses for 
nurses assigned there. Nursery food costs ce~:n often be readily deter-
mined, since the kinds of food used there - the ingredients of formula 
are often not used elsewhere in the hospital. 
A glance at the final computations) items E and F of the form~ 
indicate that, again as in the Government Reimbursable Cost FormulaJ the 
Massachusetts MDPH 100 represents cost analysis method #1 in its sim-
plest form. There are, basically, only three cost centers~ in-patient, 
newborn, and out-patient (since hospitals were not reimbursed for out-
patient work, many disregarded the further breakdown of out-patient ser-. 
vices). Both non~revenue producing and revenue producing departments 
are distributed directly to these three cost centers, and the individual 
hospital is at liberty to choose for itself the method of allocation. 
It can analyze expense accounts; it can use statistical bases such as 
those suggested by the A.H.A. manual·; or it can take refuge in the arbi-
trary figure of $4.00 per out-patient visit. 
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On balance, method #l as applied in Massachusetts made a be-
ginning in the direction of bringing the importance of cost information 
to the attention of hospitals, and in acquainting them with the exis-
, 
tence of the A.H.A. manual. 
Method #1, however, had been adopted only as a s.top-gap pro-
cedure. 'Method #2 was on its way, as we shall see. 
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CHAPTER VII 
THE SECOND MASSACHUSETTS COST FORMULA 
.Analysi~ of Form MDPH 200 
The successor to Form MDPH 100 was issued on December 15, 
1952, and was required of all Massachusetts hospitals for the calendar 
year 1952 and for the fiscal years ended September 30, 1953 and l954o 
The philosophy behind the new report, Form MDPH 200, was stated as fol~-
lows in an accompanying foreword: 
"The purpose of this method of cost analysis is to obtain 
the equitable costs of bed care, ambulant patient care, and 
special services rendered by hospitals so that the Department 
of Public Health may carry out its responsibilities.under Chap~ 
ter l76A, as amended, of the General Lawso While it is fully 
realized that an added burden will be placed upon hospitals in 
the determination of their various service costs, there is no 
short cut.methoa to be found that would serve as a satisfactory 
basis incident to hospital· reimbursement by third parties .. n * 
Form MDPH 200 was the joint product of the Massachusetts Hos-
pital Association and the Department of Public Health. It was the result 
of considerable thought and study - the foreword acknowledges its indebt-
edness to no less than ten hospital associations in areas throughout the 
country ~ and was intended to utilize the best of the experience of other 
areas with cost reimbursement forms. A procedure bulletin issued for the 
instruction of those preparing the report consisted of twenty~one pages 
of text and several appendices, including sample filled~out forms. 
* 41, Foreword, p. 1 
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No complete sample of Form ~IDPH 200 is included in the appen~ 
dix, partly because of the complexity which earned for it the informal 
title of the Green Dragon, and partly because of its impressive propor-
tions: the principal worksheet- there were several - consisted of two 
parts, each seventeen by twenty-two inches, which had to be placed side 
by side in order to produce the complete worksheet. A repnoduction of 
this worksheet, considerably reduced in size, appears as Appendix 3. 
The figures entered in the form are those appearing on the sample form 
accompanying the instructions. It will be sufficient for out purposes' 
to describe the general principles of the method and the broad lines of 
its construction. 
It may be well to begin by differentiating the several types 
of reimbursement which were to be determined by the form. Aside from 
the workmen's compensation insurance rate, which played no role in deter-
mining the information to be required of hospitals, these were (l) the 
rates to be paid by municipalities for welfare cases and (2) a portion 
of the Blue Cross rate, instead of the full amount of the Blue Cross 
rate, as had formerly been the case. 
As far as the welfare rate was concerned, reimbursement was 
(and is) to be based on the lower( of costs or charges in ward accomo-
dations.* For this reason, the compilers of the form were concerned 
with establishing separate costs for the various accomodations. 
As far as Blue Cross was concerned, reimbursement was (and is, 
except for certain speci·al contracts) divided into two parts. Reim-
~~:- 39, P• 616 
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bursement for so-called routine services, that is, those presumably 
covered by the daily room char.ge, is shared by Blue Cross and the pa-
tient: Blue Cross pays the amount specified in the subscriber's certi-
ficate, and the difference between this amount and the hospital's usual 
charge is paid by the patient. Reimbursement for so-called ancillary, 
or special, services, that is, those services for which a charge is made 
by the hospital, is based upon the per diem cost of these departments 
for semi-private accomodations.. For this reason, the compilers of the 
form were interested in establishing a clear demarcation between the 
costs of routine and special services, as well as between accomodations. 
The importahce of the distinction here made between routine 
and ancillary, or· special, services cannot be too strongly emphasized~ 
Unless it is borne clearly in mind, the significance of the various ap-
portionments made on Form MDPH 200,· and on the form presently in use as 
well, cannot be properly understood. 
With these preliminary considerations out of the way, we can 
now proceed with ou± examination of the new form. 
Form MDPH 200 was based on Method #2, the step-down method. 
The costing process began with a listing of the hospital's operating 
and other expenses, which were required to be maintained in strict ac-
cordance with the standards established by the A.H.A. manual, publica..,. 
tion Ml0-50. A number of journal entries were then provided for ori the 
form, in order to prepare the accounts for statistical apportionment. 
We are already familiar with some of these entries from our 
examination of Form MDPH 100. These serve to distribute payroll taxes 
:{ ,· 
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to the several departments, on the one hand, and to reduce the expenses 
of various departments by the amount of income received from sources 
other than patient care, on the othero Examples of the latter are in-
come from meals, ·quarters, laundry, or supplies furnished to employees: 
this income is applied against the expense of the departments incurring 
the related cost. This latter type of entry, dealing with what is gen-
erally called recoveries of expense, is still called for on the form 
currently in use. 
Other adjustments appear for the first time with Form 200o 
Some are still in use at the present writing, and discussion of their 
effects may be deferred for the present. One group is devoted to segre-
gating the direct costs of the newborn infant nursery, a segregation not 
provided for by the A.H.A. manual. The costs concerned are those of 
nurses' salaries, food, and medical and surgical supplies issued routinely 
to the nursery. The other group of entries deals with pharmacy expense 
and with medical and surgical supplies in a series of parallel adjust-
ments, the purpose of which is to separate the cost of drugs and medical 
and surgical supplies sold to patients from the cost of those issued 
without a charge being.made. As a result of these entries, the cost of 
supplies and drugs sold is treated as an ancillary cost, while the re-
maining expenses of these departments remains a routine cost, covered by 
the room and board charge. 
The remaining entries are peculiar to Form 200, and are gener-
ally intended to make a preliminary apportionment of those elements of 
cost which can be better allocated in this manner than on a statistical 
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· base. The most important of these concerns operation of plant. The 
cost of such utilities as water, gas, electricity, and steam is alloca-
ted to such departments as laundry, dietary, radiology, and others whose 
use of any one of these utilities exceeds that attributable to the space 
occupied. Other .entri~s of this type apportioned admitting office ex-
pense to the various in-patient accomodations, and transferred a portion 
of medical records and library expense directly to the out~patient de-
partment. 
In ·the sample filled-ou~ form which accompanied the instruc~ 
tions, a total of sixteen entries appear in the adjustment columns of the 
cost worksheet, as may be seen by consulting the Appendix. 
With the adjustments completed, the expenses are now ready for 
the procedure which gives the step-down method its name. The routine 
service departments are apportioned one after another, each in accordance 
with a particular statistical base. The intention is to begin with the 
department rendering the most service to other departments and receiving 
the least service from them. This minimizes the distortion which must 
inevitably result from the fact that under the step-down method each de~ 
partment is considered clos~d as soon as it is apportioned, no further 
allocations being made to it thereafter. 
A certain degree of arbitrariness must necessarily exist in 
any decision as to the order in which departments are closed, as well as 
ill the bases to be used. The order required on Form MDPH 200~ together 
with the statistical base for each department, is shown below: 
Administrative and General Expense . 
Repairs and Maintenance of build-
ing, Equipment, and Grounds 
Operation of Plant 
Motor Service 
Laundry Department 
Linen Service 
Housekeeping Department 
~ietary Department -
Maintenance of Personnel: Nurses 
·Others 
Medical and Surgical Service: 
Physicians' Salaries 
Other Medical & Surgical Expenses 
Nursing Service 
Nursing Education 
Pharmacy Department 
Medical Records and Library 
Social Service 
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Average Number of Paid Employees 
Floor Area 
Floor Area 
Percentage of Use 
Pounds of Laundry Processed 
Pounds of Laundry Processed 
Flo111r Area 
Number of Meals Served 
Average Number Living In 
Average Number Living In 
Percentage of Time Served. 
All In-Patient (based on patient days) 
All In-Patient (based on patient days) 
Percentage of Student Time 
All In-Patient (based on patient days) 
All In-Patient (based on discharges) 
Number of Cases 
At the conclusion of the first apportionment, there remain 
open the various special service or ancillary departments (those for 
which a specific charge is made to the patient), and the folloWing pa-
tient cost centers: 
In-Patients (Adults and Children), subdivided into Private, Semi-Private, 
Ward Private, and Ward Service 
In-Patients (Newborn Infants), subdivided into Full Term and Premature 
Ambulatory, subdivided into Clinic, Emergency, Private Clinic, and Pri-
vate Referred 
The routine cost of· each patient cost center is the amo~t now 
accumulated for each as a result of the step-down apportionment, and the 
routine.cost per patient: day for the in-patient service~, or per visit 
for the out-patient services, can ~ow readily be calculated by the use 
of the appropriate statistics. 
As to the ancillary services, the first apportionment has 
served to distribute the routine costs to them also, and the total costs 
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of each of these departments,.both direct costs arid apportioned costs, 
have now been accumulated. It remains to ap~ortion the costs of these 
departments. themselves to the several patient cost centers, and the rest 
of the cost analysis worksheet is taken up by this second apportionment~ 
Since these departments do not render service to each other, the step-
down method is no longer appropriate, and the ancillary departments are 
allocated directly to the cost centers on the basis of the following de~ 
partmental statistics: 
Operating Rooms 
. Delivery Rooms 
Anesthesiology 
Radiology: Diagnostic 
Therapeutic· 
Laboratory 
Basal Metabolism 
Electro cardiology 
Physical Therapy 
Ambulance 
I < 
Hedical and Surgical Service # 
Pharmacy Department # 
# Cost of drugs and supplies sold 
Weighted operations (3 minors = 1 major) 
Deliveries (equal to minor operations) 
Weighted operations and deliveries 
Weighted films· (only dental films were 
Treatments weighted) 
Exaininations 
Tests 
Examinations 
Treatments 
Percentage of use 
Requisitions 
Requisitions 
At the conclusion of the second apportionment, all departmen~al 
costs have been allocated to the several patient cost centers. 
It is now possible to establish the per diem cost of special 
services for each patient accomodation and the special service cost per 
visit for each class of aut~patient. The cost analysis worksheet now 
summarizes the entire procedure by tabulating the per diem, or per visit, 
cost of (1) routine services, (2) ancillary services, and (3) total pa~ 
tient services for each class of pati~nt. 
The figure required for reimbursement by welfare departments 
of the cities and towns of the Commonwealth itself, that is, the all 
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inclusive per diem cost in ward service accomodations, has now been es-
tablishedo There remains one further step, however, before the Blue 
Cross reimbursement figure can be determined. This is the computation 
of an allowance to cover such non-departmental expenses as depreciation, 
interest, legal fees, rentals of hospital land and buildings if any,. and, 
in the case of proprietary hospitals, real estate and other property 
taxes, which are considered reimbursable costs under the Blue Cross pro-
gram. The total of these expenses is divided by the total departmental 
expenses as they appeared before the apportionment process began. The 
percentage thus obtained is applied to the per diem cost 9f special ser-
vices in semi-private accomodations as a loading factor to arrive at a 
basic cost figure for computing Blue Cross per diem reimbursement. Thus, 
if the loading factor proves to be 7% in a particular case, the reim-
bursable cost figure for that hospital will be 107% of the semi~private 
cost of care per patient day. 
The amount thus determined is then compared with the average 
charges to Blue Cross patients for ancillary service_s - a figure which is 
furnished by Blue Cross - and the smaller of the two is used in a complex 
formul.a to arrive at the actual amount of daily reimbursement for ancil-
lary services during the contract year. The details of the formula need 
not concern us here. Suffice it to say that it is intended to give 
weight to the percentage of occupancy of the hospital and to a compari-
son of the average stay of all patients as agai~t Blue Cross patients 
only, as well as to increases in costs from year to year. 
56 
Form MDPH 200 also required a breakdown of hospital income, 
both by type of service and by accomodation, and a breakdown by accomo-
dations of deductions from income such as bad debts, allowances, con~ 
tractual adjustments resulting from payments under the Blue Cross con-
tract, and losses on welfare cases. Finally, it included a Balance 
Sheet and Statement of Surplus, and some additional statistical infor-
mation. All financial schedules were, like the cost figures, to be in 
accord with recommendations in·the A.H.A. accounting manual. 
Complexity of the Formula 
It may readily be. seen that the preparation of such a report 
as this was a fairly complex process. It provides nu insurmountable 
problem, however, for an accountant armed with the necessary information~ 
including the statistical data required. Nor is there any doubt that 
such information, once. accurately compiled, can be useful in setting 
realistic rates to the general public, and that the departmental statis-
tics can be used in various ways to learn more about the operation of the 
hospital. 
Difficulties arise, however, when either the financial or sta-
tistical data are inadequate. It has been said many times that in a 
well-run organization the data should be available; that laziness is no 
excuse for not obtaining valuable information; that good cost informa~ 
tion will pay for its own cost in a short time; and even that if some 
organizations did not have the necessary information, then they should 
go ~ut and get it. We are, however, dealing with an attempt to apply a 
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fairly complex costing system to a whole number of organizations of 
varying size. What is feasible and suitable for a large hospital may 
not be feasible and sui table for a small one •. 
The 1958 annual listing of hospitals by the A.H.A. shows a 
total of one hundred and forty short-term general hospitals in Massa-
chusetts, excluding those owned and operated by the Federal government. 
These hospitals had a total complement of 20,.327 beds, or an average of 
145 beds apiece.* They ranged in size from the 1,570 bed_Boston City 
Hospital down to an eight bed eye, earl nose and throat hospital** -
and at least one unlisted hospital is smaller than that. If we exa-
mine the listing of hospitals in detail, we find that 145 beds as an 
average does not give us an entirely fair picture of the situation: of 
the 140 hospitals mentioned, exactly half have more than 98 beds, and 
the other half less than 98 beds. More than a quarter of the hospitals 
have fewer than sixty beds. It follows that the majority of hospitals 
preparing these reports can fairly be described as small hospitals, and 
it was to them that the burden of compiling the necessary information 
presented the greatest problem. 
We can perhaps best see what these problems were by examining 
the manner in which Form MDPH was prepared for a particular hospital, 
in this case the Blank Hospital, with a complement of thirty beds, for 
the year ended September 30, 1954. 
* 27, Table 8 
** 27, pp. 84-90 
The Blank Hospital is not selected 
' ' .-,. '. ,-,.-••..• \-•· ' •. ,_. I . ' 
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as typical, but rather because it had more problems than the average. 
There is no doubt, however, that most of the problems encountered in 
the preparation of the Blank Hospital report were encountered else-
where, and that more than once. 
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CHAPTER VIII 
PROBLEMS ENCOUNTERED IN THE PREPARATION OF FORM MDPH 200 
The Blank Hospital: A Case .Analysis* 
The statistical records maintained by the Blank Hospital dur-
ing the year 1953~54 were pretty much at a minimum. Total major and mi-
nor operations were available for each month, as was the number of deli-
veries. They were not, however, broken down by patient accomodation, 
since the sources of this information were the logs required by law to 
be kept by the nurses in charge of those departments. Records of work 
done and patients examined were also kept by the radiology and laboratory 
departments, but these, of course, did not concern themselves with the 
number of films used on a patient or with the number of tests to which 
he was subjected. As to the patient's accomodation, this was not known 
to them. Such information as had been compiled on patient days and dis-
charges was not reliable. 
As far as the books of account were concerned, income had been 
segregated by type of servicej with the exception of operating room, de~ 
livery room, and anesthesia, which were in a single account. Once again, 
however, there was no breakdown by patient accomodation. On the expense 
side of the ledger, delivery room expense was again combined with the 
operating room, pharmacy with medical and surgical supplies; and salaries 
had not been properly departmentalized. Deductions from income, such as 
* 48 
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courtesy allowances, were frequently not recordedJ the income being en~ 
tered at the net amount in the first place. In any other business, this 
would not be a serious matterJ but in a hospitalJ where gross charges 
are compared with costs in arriving at the amount of reimbursement, net-
ting of deductions against gross income can be an expensive short-cut. 
It is obvious that the central problem here was the determina-
tion of patient accomodations, which had been entirely disregarded both 
on the books and in such statistics as were at hand. The hospital's 
small size made it possible to approach this problem in a manner which 
would not have been feasible in a larger institution: with the use of 
accounts receivable ledger cards. 
Ledger cards of some fifteen hundred patien~s were pulled from 
the files - a process which was complicated by the fact that they were 
kept alphabetically by calendar years, so that two complete years had to 
be gone through to get all the cards for the fiscal year. The cards 
were then examined by the office manager, who marked them with the proper 
accomodation, based upon a combination of memory, knowledge of the number 
of beds in the various rooms, and observation of the rate charged for 
routine service. These cards could then be used to determine the accomo-
dation of the patients as listed in the operating room log, the delivery 
room log, and the records maintained by the X-Ray and laboratory depart~ 
ments. The various statistics needed for the report were then compiled 
as described below. 
Number of operations: once the accomodation of each patient 
had been established, it was still necessary to indicate which were the 
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major operations,.and which the minor ones, in order to arrive at the 
proper weights. The line of demarcation between major and minor is not 
so clear that it was an easy matter for the operating room supervisor to 
reconstruct her original totals, but a satisfactory classification was 
finally achieved, and the figures compiled on columnar worksheets, prop-
erly subdivided by accomodation and by type of operation. 
Number of deliveries: these were now comparatively easy to 
obtain directly from the delivery room log, the only segregation required 
other than that by accomodation being the exclusion from the count of all 
Caesarian Sections, which are required to be listed in the delivery room 
log, but which are actually performed in the op~rating room. 
Number of X-Ray films: once the patient accomodations had 
been marked in the X-ray book, it was necessary to determin~ the number 
of films used on each. Since it was not practical to attempt to recon-
struct actual films used on each particular case, this was done by the 
use of standard numbers of films for each procedure, a method which 
should yield a reasonably accurate ratio. 
Number of laboratory tests: laboratory personnel, armed with 
the patient ledger cards, dug into their records to determine the number 
of tests performed on each, and submitted a schedule showing the total 
number of tests for each accomodation. 
It should be noted that while the Blank Hospital's problem 
with ancillary statistics was fairly extreme, it was not as atypical as 
might at first appear. The logs kept by the operating room, delivery 
room, and X-ray department of the average small hospital are concerned 
62 
~vith the nature of the work performed. It is not t~o difficult to get 
the number of films used listed in an X-ray book - although a good 
healthy argument may generally be expected before it is begun - but the 
patient's accomodation is a matter which is beyond the ken of the persons 
compiling these source records. One possible solution would be to send 
each patient down to these departments for treatment, examination, or 
surgery, properly ticketed with his accomodation, and to require the com~ 
pilation to be made in the ancillary department itself. Another is to 
leave it to the accounting department to mark each charge slip with the 
patientts accomodation when it is received; this method requires the an-
cillary department to mark the nUmber of tests or films directly on the 
charge slip. The latter method has been widely used; it is subject to 
the disadvantage that not all work is reduced to the form of a charge 
slip, due to a natural tendency on the part of nurses and technicians 
not to prepare charge slips in cases where they know no charge will actu-
ally be made, as in the case of minor procedures performed for employees. 
This is without considering the patient charges which never get made out, 
a not infrequent occurrence. It is in recognition of this fact that the 
audit staff of the Division of Hospital Costs and Finances, to which these 
reports are now submitted, has generally accepted charge ti~kets and other 
sources of information whose primary purpose is tied in to the financial 
records as a less desirable source of statistical data than the depart-
mental records of service. 
Statistics on patient days and discharges, both of which were 
required for completion of the form, should in theory be based upon the 
midnight census of patients which is traditionally taken by the nurses 
on the floors.· This is in effect a daily inventory of patients, taken 
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at a time when the least possibility of error due to patient movement 
exists.* Once accomodations are recorded routinely on the census sheets 
- this must generally be done in the accounting office, to avoid mis-
classification of persons occupying better accomodations than request~d 
due to overcrowding of the less expensive rooms - they need only be ad-
justed for the number of patients admitted and discharged within a sin-
gle day. -
It is surprising, however~ how difficult it seems to be to ob-
tain a reliable census count in many of our small hospitalso As a re-
sult, not a few accounting offices have found it necessary to maintain 
for themselves what is in effect a perpetual inventory of patients based 
upon admissions and discharges during each day. These perpetual inven-
tories can generally be kept fairly accurate even if the midnight counts 
are in very poor shape, although there have been cases where a hospital 
business office has not been notified of a patient's discharge for some 
weeks. Such occasions are rare, but it is less unusual for the business 
office to be unaware of transfers from room to room, and of resultant 
changes in accomodation. 
Needless to say, the Blank Hospital had its share of problems 
in this respect. Any attempt to use the daily lis:ting - whether pre-
pared by the nurses or by the office is immaterial - would have required 
each daily sheet to be gone over in the same manner as the ancillary de-
partment logs. It is one thing to do this for a hundred and thirty odd 
deliveries or nine hundred odd operations. To do the same for some seven 
* 7, P• 138 
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thousand patient days is quite another mattere Patient days were there-
fore built up by going through the admitting register, in which dates of 
both admission and discharge were listed for each patient, in conjunc-
tion with the accounts receivable ledger cards. This served the dual 
purpose of obtaining both the accomodation and any changes in accomoda-
tion from the ledger cards, and of checking the ledger cards against the 
admitting register to avoid the possibility of some cards being lost. 
Virtue was rewarded by the discovery that one ledger card has indeed 
been misfiled: it represented sixty patient days and nearly $l,OOOeOO of 
income. 
The days having been listed by patients~ it was a simple matter 
to count the entries, eliminate transfers and persons in the house at the 
year's end, and arrive at the number of discharges. 
The final use made of the accounts receivable ledger cards was 
to establish the income from the various classes of patients, which was 
required in order to arrive at the income figures to be compared with 
the results of the cost apportionment. Worksheets were prepared for 
each class of patient, each 1vith separate columns for each type of ser-
vice. The dollar amounts for each patient were then transcribed onto 
the worksheet for his particular accomodation. Some idea of what was 
involved may be gleaned from the fact that, exclusive of summaries, forty-
one worksheets were required for the purpose; the adding machine tapes 
ran to about a hundred and twenty-five feet. Surprisingly enough, the 
variance between this mass of detail and the general ledger figures was 
only $47.50. Largest single variation- that in laboratory income -was 
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$44.50, or about !% of the total income of that department. The vari-
ance in the room and board was just $10.00, or about l/90th of 1% of the 
general ledger figure. 
The breakdown of newborn infant inco~e into its component 
parts, premature and full-term, could not be ascertained from the cards 
alone, nor could the newborn statistics. Fortunately, the law requires 
that the Commonwealth be notified of the birth of all infants under five 
pounds. By using the duplicates of these notices, it was possible to 
determine the names of at least the majority of the premature infants. 
The rest of the newborn data were assumed to apply to full term babies. 
If any premature infants weighed more than five pounds at birth, they · 
were treated as full term. No consideration was given to any differenti-
ation between babies whose mothers were still hospitalized and those 
whose mothers had been discharged. The instruction on this point was in 
very fine print, and was overlooked, here and in many other institutions. 
It will be noted that in the discussion of the ancillary de-
partment statistics, no mention was made of the pharmacy and the medical 
and surgical service. The suggested base for apportionment of the cost 
of drugs and medical-surgical supplies sold is the number of requisitions~ 
There being none to count, these departmental costs, which, as previously 
stated, were combined in a single account, were distributed to the sev-
eral classes of patients in.the ratio of the income received from their 
sale. This method, while the best that could be done under the circum-
stances, was not an acceptable method, since it assumed a consistent 
mark-up policy. Few hospitals and fewer small hospitals can boast such 
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a policy, and the Blank Hospital made no pretense that it did. It could 
only hope that between high markups and lo1v markups the distortion would 
not be too great. 
Turning now to the statistical bases required for the step-
down apportionment of non-revenue producing services, these were estab-
lished or estimated with varying degrees of accuracy. They are discussed 
below. 
Nursing Service, Medical & Surgical Supplies and Drugs other 
than those sold to patients, and Medical Records and Library: these ex-
penses were allocated, as required, on the basis of patient days or dis-
charges, which, as we know, had already been established. 
Dietary expense is based on the number of meals served. Need~ 
less to say, there was no such thing as a count of actual meals, and the 
meals served were computed on the basis of three for each patient day in 
each accomodation, while the meals served employees were figured at five 
meals a week for each employee in eahh department, using as the number of 
employees the average number already used in distributing administrative 
expense. 
Floor area, which was used to distribute repairs, utilities, 
and housekeeping expense, was obtained by measurement, with the hqspital 
superintendent pitching in with a tape measure. The nurseryarea was 
allocated to full-term and premature in the ratio of newbo~ days. 
In the matter of pounds of laundry, the Blank Hospital was 
more fortunate than most in that it sent its laundry out, and in that 
during nine months out of the twelve the laundry with which it dealt 
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furnished it with an itemized list of the items handled. While the de-
partment was of course not indicated on these lists, some at least of 
the items were clearly for the use of one particular part of the hospi-
tal: kitchen towels for dietary, aprons and uniforms for dietary or 
housekeeping, crib sheets for the nursery, scrub gowns and doctors' 
shirts, pants, and suits for the operating and delivery room, bath tow-
els, face cloths, and bed linens for the in-patients, to name a few~ It 
took a mere four worksheets to list the items, another to summarize them 
as well as possible by departments, allocating arbitrarily where the same 
item was used in several places, and, after assigning weights to them, 
arrive at a total weight used by each department for the nine months. 
The ratio thus arrived at.was used to distribute the expense of the laun-
dry and linen departments4 
Motor service was allocated on the basis of an estimate, l/9 
to dietary, 4/9 to medical and surgical and pharmacy expense, and 2i9 "·' 
each to X-ray and laboratory. 
As to administrative expense, the average number of employees 
was established by counting the pays for each week throughout the year 
and dividing by fifty-two. In assigning these averages to departments, 
it was necessary to adjust the totals to reflect a journal entry which 
had to be made in orde~ to correct the departmentalization of the sala-
ries of twelve of the employees9 Since there was an average of only 
thirty-seven employees, this was ;{sizeable adjustment. Without it, 
costs would have been completely distorted: the correction ran in ex-
cess of $10,000.00 for at least two departments. 
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The distortion corrected.by the entry just described was in 
part the result of error, but not entirely so. To a certain extent it 
points up a problem which existed and still exists in many small hospi-
tals. That problem is the difficulty of determining exactly what sala-
ries belong in such ancillary departments as the operating and delivery 
rooms. It is no problem to assign the salary of the regular operating· 
room nurse or nurses, if there be more than one, particularly during the 
day shift when the regular operating room schedule is in effect. It is 
not so easy to keep track of which floor nurse comes in to help when the 
regular staff is overburdened, or to handle an emergency at night. This 
is even more true in the delivery room, which may be needed at any hour 
of the day or night, or which may be unused for hours at a time. It usu~ 
ally develops, upon investigation, that night supervisors spend a good 
deal of their time in these departments, and that the true salaries 
chargeable to them are varying fractions of a number of persons' time, 
many of whom are not considered to have anything to do with that parti-
cular service as far as the business office knows. Perhaps the solution 
will eventually be time-cards in the operating room; for the present, 
many hospitals have found the introdu~tion of time~cards anywhere less 
than easy. 
At the Blank Hospital, this problem was not simplified by the 
' fact that the same nurses generally split their time between the opera-
ting and delivery rooms, which, were on the same floor. In the absence 
of time records, salaries of the nurses concerned w·ere allocated to the 
two departments on the same statistical base as-anesthesia expense: 
weighted operations and deliveries. 
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In addition to the correction of salaries, it was found neces-
sary to make two further adjustments of the general ledger. One con-
cerned the nursery: the hospital kept its nursery costs in a separate 
account, which made their segregation easy; however, these costs in-
cluded laundry and linen costs, which would later be distributed to the 
nursery on a statistical basis. To avoid the duplication of costs which 
would thereby result, the actual laundry and linen costs had to be 
charged back to those departments. 
The other concerned operating room supplies, and was related 
to the unorthodox, although not unique, method used by the hospital to 
record its purchases of drugs and· medical and surgical supplies. No in-
ventories were maintained, nor requisitions used, and the expenses for 
drugs and dressings and other medical-surgical supplies were therefore 
equal, according to its books, to its purchases. In this the Blaqk Hos-
pital was far from being.alone• Absence of inventories is not at all 
unusual among hospitals, and the use of perpetual inventories is, of 
course, less common than the taking of annual physical inventories. Un-
less both of these procedures are in effect, however, the determination 
of the cost of the drugs sold to any class of patients, or issued to any 
particular department, becomes the purest guesswork. Yet this det'ermina-
tion is a vital one, since drugs and supplies sold to patients or used 
in an ancillary department are reimbursable costs under the ancillary 
portion of the Blue Cross contract, whereas other drugs and supplies are 
considered to have been paid for through the routine daily charge. 
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The Blank Hospital approached this knotty problem with a 
breath-taking simplicity. "These kinds of drugs," the ledger declared 
for all to see, nwe charge for; these kinds we don't•" In other words, 
two general ledger accounts were kept. In one were accumulated the 
costs of drugs and supplies of the types that the hospital customarily 
issued routinely; in the other it accumu~ated the costs of those that 
were sold for a specific charge. This segregation did not change the 
fact that the drugs purchased during the fiscal year were not necessarily 
the ones issued to patients; nor did it satisfy. the requirement that the 
drugs actually be charged to patients, ounce for ounce and pill for pill, 
to which we will return later on; but it was no less arbitrary than many 
alternatiye methods used to take the place of perpetual inYentories of 
drugs and supplies as an integral part of the accounting system. Nor is 
such a system always the answer: in one hospital which carefully and 
conscientiously costs eYery drug that leaYes the pharmacy, the year end 
inYentory adjustment consistently suggests that costs are OYerestimated 
by approximately 20%. 
The Blank Hospital's method of segregating routine and special 
costs for the pharmacy and medical and surgical departments made the re~ 
quired entry on the form a simple matter of copying; but it soon deYeloped 
that all was not well. The bulk of the charges to the routine drugs and 
supplies account proved to be for drugs and supplies used in the opera-
ting and delivery rooms, where they were, ind~ed, issued without charge. 
The fact that they were used not on the floors but in the special service 
departments made· these supplies a proper charge to these ancillary · 
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departments, and the general ledger accounts therefore had to be ad-
justed along these lines. 
The required preliminary journal entries concerning recoveries 
of expense presented no special problem, nor did the one calling for al-
location of payroll taxes to the departments, except that the correction 
of salaries had of course to be taken into account·. As to the journal 
entry required by the form for distribution of operation of plant ex-
pense, this called for some computation. The procedure used. was as ex-
plained below. 
The operation of plant account WaS first analyzed into its 
component-parts: gas, electricity, water, and heating oil. The various 
utilities were then allocated as follows: $20.00 a month of electricity 
expense was assigned·to X-ray, based upon the fact that in a comparable 
hospital where there was a separate meter for the X-ray machine, this 
was the average monthly bill; one quarter of the water expense was 
charged to dietary, based on a rough guess; and gas was distributed to 
the departments using it, namely dietary and medical-surgical, in a 90% 
10% ratio; this was based on the relative size of the burners as esti-
mated by a public accountant, and on approximate length of time used each 
day as estimated by the hospital employees. He~ting oil and the unas~ 
signed balance of the water and electricity were left to be apportioned 
on the basis of floor area. 
It may well be seen that the above procedure was somewhat 
lacking in scientific accuracy. Yet this kind of estimating of the us-
age of utilities by the departments was not unusual in hospitals consid-
. erably larger than the Blank, which actually "\vent into a good deal of · 
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detail to arrive at the figUres used in its apportionment,. There is 
probably no task connected-with such a report as ~his more trying than 
that of pinning down a hospital engineer as to the amount of steam used 
by the laundry or the amount of electricity used by the X-ray equipment~ 
unless separate meters are in existence. 
We have now completed the essential points of the Blank Hospi-
tal's cost report and of the problems encountered in its preparation. 
The completion of the report consumed one hundred and forty-seven man 
hours of time ori the part of public accountants working on the job~ not 
to mention the time spent by both office and ancillary department per-
sonnel of the hospital, and excluding the time spent in running off the 
125 feet of adding machine tape mentioned earlier, since this was done 
by a typist. When we consider that ltihis was the time consumed solely in 
the preparation of a specialized report, that the regular audit and prep~ 
aration of financial statements had been compieted previously, and that 
all this was done in behalf of an institution whose gross income for the 
year was less than $150,000.00, we can understand how any feeling of 
satisfaction at having fulfilled the requiremen~s of Form MDPH 200 was 
overwhelmed by much stronger feelings of aggravation and frustration. 
If we have dwelt at length on the case of the Blank Hospital, 
it is because, without being in any sense typical, the problems it faced 
do serve to highlight some of the not uncommon problems faced by many 
hospitals in preparing Form 200. In some ways the Blank Hospital was 
not badly situated: its depreciation was based on '~iting off actual 
assets in accordance with accepted methods; because its laundry was sent 
out, it did not have to make wild estimates as to the laundry department 
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activities; above all, its small size anabled it to go through its rec~ 
ords with a thoroughness which would not have been feasible in a hospi~ 
tal with seventy-five or a hundred beds. 
The fact is that the 200 was a complex and thorough cost for--
mula.which presupposed the existence of all kinds of financial and stat-
istical information in the hospitals which prepared it. It is difficult 
to say just how much time the routine accumulation of this information 
might take a hospital like the Blank. Possibly it would not .take much 
less time than was actually spent in reconstructing it, since after all 
the reconstruction involved a fair number of short cuts and estimated 
figures. There is no doubt that much of the information required is use-
ful information (we are not speaking of the costing process itself), and 
that in the larger hospitals it was put to use. 
Growth of Dissatisfaction with Form MDPH 200 
In the last analysis, however, the majority of hospitals just 
did not have this kind of financial and statistical information at all. 
This is not to say that the records of such a hospital as the Blank 
should be held up as a model; on the contrary, they were much in need of 
improvement. On the other hand, one does not go directly from crawling 
to flying. Hospitals were, and are, still in the process of coming 
around to the use of the A.H.A. '1:Rianual' s standard chart of accounts. To 
confront them with requirements such of those of the 200 at such a time 
was about as effective in creating orderly accounting systems overnight 
as the old method of throwing a boy in the water was in teaching him to 
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swim. The result of the latter procedure was as often as not to create 
fear of the water.. The result of the former was as often as not to ere-
ate a hostile attitude toward the entire business of cost accounting, an 
attitude similar to that of the average citizen towards increased taxes. 
This situation was not eased by the discussions at the various 
clinics which were held to answer questions and clarify requirements of 
the reports. At one such meeting; held April 20, 1955, it was empha-
sized, among other things, that budget hours were not an acceptable ba~ 
sis for apportioning the expense of the nursing school; actual hours 
spent by the students were to be used. Time spent by doctors in the var-
ious departments was also to be actual, not budgeted or estimated. 
Again, complete track should be kept of the meals served patients, emp-
loyees, and·others.* At another meeting, the two following questions 
were both answered in the negative: 
"Since tests of data are widely accepted in industry, 
does it not seem reasonable that tests should be accepted as 
a basis for statistical bases in the preparation of the 
M.D.P.H. 200 rather than requiring a full year count of actu-. 
al.detail?" 
In connection with pounds of laundry processed for the 
departments, 
'VWill a test check of one or two weeks each quarter year 
suffice as the basis for that period?tt ** 
.While these answers are in complete accord with the recommen-
dations of the AHA mantlal on statistics, which was prepared with sound 
hospital procedures in mind, quite aside from problems of reimbur~ement, 
they were of course not calculated to make the more reluctant among hos~ 
pital managements view Form 200 as anything but an unpleasant chore. 
* 47 
**:·46, questions 3, 15 
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On June 1, 1954, a questionnaire was sent to all hospitals by 
the American Association of Hospital Accountants, Massachusetts Chapter, 
asking for their reactions to the form, their problems in compiling it, 
and whether variQUS items had been estimated or arrived at exactly.* 
The answers to the questionnaire ~ if answers there were - appear no 
longer to be in existence, unfortunately. We can form some idea of the 
wealth of problems raised from the fact that there were thirty-three , 
questions submitted in writing prior to one of the meetings held to dis-
cuss the form.** 
The accounting division of the Department of Public ~ealth, 
having audited a goodly number of the cost reports submitted by the has-
pi tals, was as well aware as any one ·of the problems created by the Mas"' 
sachusetts application of method #2. Shortly after its reorganization 
into the Division of Hospital Costs and Finances, in 1955, it replaced 
the MDPH 200 with a simplified form of report, the HCF 300, which is 
still ill use at the present writ~g. As we shall see, however, all its 
labors were still not to result in making every one happy - or even a 
majority. It is to the 300 report that we now turn. 
* 19 
~ 46 
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CHAPTER IX 
THE THIRD MASSACHUSETTS COST FORMULA 
Analysis of Form HCF 300 
The official title of Form M.OPH 100 had been "Hospital State-
ment of Reimbursable Costn, and of Form :MDPH 200, trHospi tal Statement 
for Reimbursable Cost". Their successor, Form HCF 300, which was first 
required for the year ended September 30, 1955, and is still in use at 
the present time, is called simply ''Hospital Statement for Reimbursement". 
The omission is not unintentional and reflects the fact that in a number 
of respects the complex cost-finding procedures of Method #2 have been 
eliminated by the use of formulas. This simplification was, in effect, 
a recognition of the difficulty encountered by many hospitals in comply-
ing with the requirements of Form 200. 
The general features of the new form are outlined below. 
The statement of income is only slightly different from that 
required by Form 200. Income of each service must still be 'subdivided 
by accomodation. There are, however, fewer accomodations: Ward Private 
and Ward Service have been combined, as have Premature Newborn and Full-
Term Newborn, and there is only one Ambulatory Patient classification 
instead of three. One new subdivision has been added~ entitled "Other 
Non-Patient Income", it is intended to receive "work done for other hos-
pitals and institutions, doctors, employees (not as patients), etc.n * 
Gross charges for routine service and for ancillary·services are computed 
* Footnote to Schedule II, Form HCF 300 
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for each in-patient category separately, for in-patients (other than 
newborn) as a whole, and for newborn, but no unit cost is calculated for 
out~patient or non-patient categories. 
It should be noted that here, as elsewhere throughout the form, 
a newborn infant is defined as an infant born in the delivery room and 
occupying a bassinet in the newborn infant nursery during the mother's 
hospitalization. tttNewborn Infant Patient Days' incurred after the moth-
er's discharge should be classified in the same manner as the statistics 
which relate to the motheron * This reclassification applies to the re-
lated income as well, of course, although ~his is not spelled out in the 
instructions. 
Like its predecessors, Form HCF 300 requires that accounts be 
kept in accordance with the requirements of AHA Publication M10~5o. Not 
only is this clearly stated in the general instructions; it is incorpo-
rated into the heading of the general ledger expense classification work-
sheet. The general ledger arrangement of ~enses is therefore much the 
same as on the previous forms. The preliminary journal entries called 
for are greatly reduced in number as compared with those required on Form 
200, and the instructions specifically forbid the making of any entries 
not enumerated therein. These are listed under six general classifica-
tions, none of which are now new to us. The principal ones are those 
concerning recoveries of expense, those concerning the setting up of new-
1 
born expense, and those segregating the cost of drugs and supplies sold 
to patients. Others call for segregating non-patients expenses such as 
* 42, p. 2 
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fund-raising and research expenditures, and subdividing radiology ex~ 
pense between the functions of diagnosis and therapy where the latter 
function exists. Beginning with the year ended September. 30, 1956, an 
additional entry has been required to segregate the cost of laboratory 
wurk sent out of the hospital for analysis, and of similar costs of the 
X-ray department where applicable, under the heading of Purchased Ancil-
lary Services. The purpose of this segregation will appear presently; 
it is related to the use of formulas to establish departmental costs. 
One or two comments about these entries are appropriate at 
this p.IDint. First, in regard to the entries on newborn infants, nursery 
expense must be apportioned between adults and newborn in recognition of 
the fact that babies remaining after the mother's discharge are consid-
ered ordinary patients; this is usually done on the basis of patient days. 
Second, the form provides for an alternative method of computing cost of 
drugs sold for those not costing their charges to patients. The alterna-
tive is based on the use of an average markup percentage, and the form 
contains worksheets for hospitals electing to use this method for phar-
macy, medical and surgical supplies, or both. We shall see that this 
intended solution to one of the thornier problems of the 200 did not suc-
ceed as well as it was hoped. 
With the preliminary journal entries out of the way, Form 300 
proceeds to the allocation of costs between routine and ancillary ser-
vices through the use of a simple formulao No attempt is made to appor-
tion the expenses of the non-revenue producing departments beyond that 
accomplished by the journal entries, and these, as we have seen, are not 
concerned With apportionment of costs but with subdivision of direct 
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expenses and the creation of new cost centers. Instead, the assumption 
is made that each ancillary department bears a share of the overhead 
cost equal to 25% of its direct cost~ The cost of the ancillary depart~ 
ments, of the newborn infant nursery, and of the ambulatory and non-
patient expenses, are therefore increased by 25%, and the amount of the 
routine service direct expenses reduced by the total thus assigned. 
This formula, which completely eliminates the step-down appor-
tionment of routine services, has remained one of the basic features of 
the new form, with a few added refinements. In the second year, when 
the new classification of purchased ancillary services was created, it 
received only a 10% overhead allowance, on the grounds that work done 
outside the hospital used less overhead than work done inside the insti-
tution. In the third year, several more changes were made: an addi-
tional 2% was allowed on top of the 25% minimmn for hospitals having an 
accredit~d nursing school, and another 1% for affiliation 1vith a medical 
school, for a resident or intern training program, and for a school of 
practical nursing (the last named was repealed the following year}; and 
overhead rates were increased to 50% for the nursery and 100% for out-
patient services. Non-patient services have continued to receive a 25% 
overhead allowance. 
The cost of the various ancillary departments, including their 
.... 
assigned overhead factors, is then distributed to in-patient services, 
newborn infants, out-patients, or, where applicable, to non~patients or 
employees. The elimination of any distribution to the several patient 
a~comodations'is anether simplification of the reqUirements of the 2006 
The statistical bases used for this apportionment remain the same as in 
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Form 200~ except that hospitals using the average markup as a method of 
establishing the cost of drugs and supplies sold are permitted to use 
the ratio of income to allocate their costs; those using actual cost for 
the initial segregation are expected to follow through with the same 
method. 
The next step is the computation of per diem rates for the 
various accomodations. Since there is no breakdown of costs by accomo-
dations, this is achieved by weighting the patient days: private days 
are given the weight of 1.15 semi-private days, and ward days a weight 
of .9 semi-private days. With the days so weighted, routine and ancil-
lary costs per diem are calculated. The results are taken to be the hos~ 
pital's semi-private per diem costs; ward costs are 90% of the semi-
private costs, and private costs 115%. This weighting, however, is used 
only for determination of welfare costs. Reimbursable costs for Blue 
Cross purposes are not computed on the form; actual rather than weighted 
days are used to determine them. Finally, as in Form 200, a loading 
factor for other expenses is computed by determining the ratio of other 
expenses to total expenses reduced by recoveries of expanse. Loading 
factors are computed both with and without depreciation. 
Having now briefly surveyed the form, and before entering into 
a general discussion of its effects on hospital reimbursement, we will do 
well to examine some of the problems it did not eliminate by seeing how 
the necessary information is assembl~d by an average hospital, neither 
large nor small. Unlike the Blank Hospital, the subject of this discussion 
is a hospital which makes every effort to have the necessary information 
available, and which has been able to do so with a fair degree of success. 
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CHAPTER X 
PROBLEMS ENCOUNTERED IN THE PREPARATION OF FORM HCF 300 
The Hidden Valley Hospital·: A Case Analysis ~l-
The Hidden Valley Hospital is a 110 bed general hospital with 
about thirty to thirty-five thousand patient days a year. It keeps its 
books in accordance with the requirements of A.H.A. Publication Ml0~50~ 
with a few added refinements dictated solely by the anticipation of hav-
ing to prepare Form HCF 300 at the end of the year. These refinements 
include separate sub~accounts for anything having to do with the nursery; 
a separate subwaccount for laboratory work sent out for analysis; a break-
down of medical and surgical service~ both as to income and expense~ into 
its component parts (oxygen, intravenous solution~ and central sterile 
supply) in order to facilitate computation of markup percentages; and the 
automatic transfer of newborn infants to the mother's category upon the 
latter's discharge. Originally, the hospital made wide use of columnar 
paper in its general ledger to handle the breakdown of· income by accomo-
dation and the various subdivisions of each departmental expense~ The 
installation of machine bookkeeping has eliminated this, however, and the 
ledger is now kept on cards; about eighty cards are required for the sin~ 
gle general category of income from patients. 
As a result of the manner in which its general ledger is organ-
ized, it is a comparatively simple matter to transfer the hospital's 
Balance Sheet and Statement of Income and Expense to the appropriate 
* 49 
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schedules of the HCF 300, together with the additional detail required 
by the form. The same is true with regard to three of the five prelimi~ 
nary journal entries customarily made by the hospital: those dealing 
with recoveries of expense, newborn infant expense, and purchased ancil~ 
lary services. The same cannot be said of the other two, unfortunately: 
the cost of drugs and medical and surgical supplies sold to patients has 
been the weakest area in the entire report. Since this is generally true 
throughout the Commonwealth, an examination of The Hidden Valley Hospi-
tal's attempts to cope with this problem would appear to be worth while. 
Determining Costs of the Pharmacy and Medical 
and Surgical Service Departments 
The problems of the pharmacy department and the medical and 
surgical service are roughly parallel, and they are treated in much the 
same manner on the form. The problem is a little easier to cope with in 
the pharmacy department, however, for two reasons: first, pharmacy is 
not plagued with the inclusion of such varied elements as the medical 
and surgical service, which deals with oxygen and intravenous solutions 
as well as dressings, sterile supplies, crutches, catheters, and sundry 
mtems too numerous to mention; second, in common with many hospitals, 
Hidden Valley has a pharmacist, but no specific person in charge of medi-
cal and surgical supplies. Oxygen, for example, is issued by the chief 
engineer. Our principal emphasis will therefore be upon drugs (and in-
travenous solutions, which are here issued by the pharmacist). 
For many years, the pharmacist has made a practice of preparing 
a monthly summary of the drugs issued to the operating room, delivery 
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room_, nursery, and out-patient department. By restricting t~s summary 
to the cost of.those drugs issued in these departments without· charge_, 
it was possible to leave in the pharmacy account only the cost of drugs 
sold and the cost of drugs issued routinely on the floors. Once the en~ 
tries for recoveries of expense have been made on t~e form, the effect 
of drugs sold to employees at cost is eliminated, and the hospital is 
ready to apply its chosen method_, the use of an average markup. 
So far, so good. The establishment of an average markup in a 
hospital pharmacy is ~ot a simple matter, however. The hospital's first 
attempt at.using what the pharmacist felt to be a reasonably close ap-
proximation of her most frequently used markup proved out of line with 
the experience of other hospitals of comparable size_, and was not accepted 
on audit by the Division of Hospital· Costs and Finances. The second at-
tempt produced results so outlandish in both the pharmacy and medical. and 
surgical departments (the one too high, the other too low) that it was 
deemed necessary to combine the two and arrive at an oyerall average 
markup, which in this case was_ of necessity frankly arbitrary in nature, 
and intended only to arrive at what appeared to be a fair division of ex-
pense between routine and ancillary service. 
The third year witnessed a new attack on the problem. Review 
of the drugs stocked by the pharmacy revealed that while a fairly co~ 
sistent markup policy was followed ~ regard to most drugs, there were 
three fairly frequently used medications ~ all of them antibiotics - on 
which a different policy was followed. Comparison of costs and charges 
for these three items revealed markups considerably in excess of normal 
sufficiently so to make additional detail work advisable. Suppliers' 
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bills were pulled fr m the files for these drugs and the correct markups 
applied to the total purchases of each during the year. The resultant 
sales figures were d ducted from total charges to patients, and the nor-
·applied to the balance of the sales. The result 
was a weighted avera e of these several markups. This was used, and was 
found sufficiently c ose to the experience of other hospitals of compa~ 
rable The end of the road, however, was not yet. 
The fact ·s that while Hidden Valley Hospital was having its 
troubles. with the c sting of pharmacy and medical-surgical supplies, so 
were most other hos Rare was the pharmacist who could report the 
use of 
tempts to estimate 
Not all queries on 
preposterous 
who was once 
yet in the absence of such consistency at-
average have generally met with little success. 
e subject of markup have been answered with such 
as that reported by one of the state auditors, 
markup is sixty percent; we double our money.tt 
The more common, pe haps the classic, kind of answer is along these lines: 
nwe mark up our dr ·s by such and such a percentage, except for antibiot-
ics.n Further inv stigation usually leads to the conclusion that the vol-
ume of antibiotics used is too great for the effect to be ignored, even 
if only a few such drugs are involved. Eventually, the accountant desir-
ous of establishin a defensible figure for ancillary costs is sorely. 
tempted to be guid d by what has proved acceptable to the Division of 
Hospital Costs as result of past audits of the hospital. This is a 
lead to an acceptable reimbursement formula, but it 
is a very far cry rom accurate cost analysis. 
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After two years of grappling with the results of these hit or 
miss methods of arriving at pharmacy costs, the Division of Hospital 
Costs adop_ted a simple rule of thumb for coping with what it considered 
to be excessive amounts charged to cost of drugs sold. · Using the re-
ports filed for the year ended September 30, 1956, they tabulated the 
total pharmacy expenses of all hospitals in each of four groups (teaching 
hospitals; hospitals .with intern and resident training programs; other 
accredited hospitals; and non-accredited hospitals), and the total amount 
segregated by these same groups of hospitals as being the cost of drugs 
sold. The percentage of cost considered as ancillary by each group was 
then determined, and these "group averages", as they ·were called, were· 
used to measure the reasonability of the amount claimed for cost of drugs 
sold by hospitals on.their reports for the year ended September 30, 1957. 
Unless amounts claimed in excess of the group averages were backed up.by 
evidence of considerable detailed work in establishing the markup per-
centages used, these amounts were reduced to the level of the group av-
erage. 
It need hardly be said that an average determined by the use 
of a whole series of unreliable figures yields an unreliable result. 
Yet this was of course the situation here. For the follmving year, the 
unreliability of the group averages was of cottrse compounded by the fact 
that the figures allowed for the year ended September 30, 1957, reflect 
the reduction of a large number of hospital percentages to the level of 
the group averages of the previous year. 'The inevitable result is a 
lower group average all along the line. The same is true in the case of 
medical and surgical supplies, where a similar procedure was followed* 
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Ave~ages for other accredited hospitals~ for example~ dropped from 84.61% 
. 
to 81.28% for pharmacy, and from 44.39% to 43.12% for medical and surgi-
cal supplies. 
No one was more aware of the unsatisfactory restlits achieved 
by the above rule-of-thumb method than the audit staff of the Division 
of Hospital Costs which prepared them, and on September 30, 1958, the 
following directive was issued for use in preparing the entries on medical 
and surgical expense and. pharmacy expense for the year ended that same day: 
"There are only two approved methods of preparing these 
entries: 
n(l) The actual costing of all specific charges to pa-
tients from these departments. 
"(2) Extracting a marlmp from gross earnings. 
"If the latter method is used, appropriate support must 
be given to the markup. This Division considers minimum sup-
port to be at least four (4) months (preferably one month from 
each quarter) costing of charges to patients in the determina~ 
tion of a markup. 
"Hospitals that do not comply with these requirements 
will be subject to penalty entries which will be determined 
later by this Division.n * 
Hospitals were, in effect, given the choice of costing charges 
for every month or for every third month. The retroactivity of the pro-
posal resulted in a certain amount of protest, and on November 3, 1958, 
the Massachusetts Hospital Association was able to announce a relaxation 
of this particular aspect of the new policy. The same announcement 
spelled out the treatment to be anticipated by hospitals with improbable 
mark-ups: 
"In recognition of the difficulties encountered by many 
hospitals in complying with the requirements for individual 
·costing of medical surgical and pharmacy expense as sp~cified 
in Bulletin No. 2, the Director of Hospital Costs and Finances 
* 45, p. 2 
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has authorized MHA to advise our membership that this particu-
lar requirement will be permissive for completing forms cov-
ering the twelve month period ending September 30, 1958, but 
will be mandatory for future reporting. 
rtHospi tals now costing pharmacy and medical and surgical 
charges and those that wish to complete a four-month study of 
costing these charges for 1958 may use this as a basis for de-
termining mark~up.n * 
As to hospitals not having this information available~ they 
are not subject to penalties~ but 
ncases where the results of the mark-up appear unreason-
able~ the Division of Hospital Costs and Finances~ in auditing~ 
will apply.group average rates for both pharmacy and medical 
and surgical costs. u ~'* 
The announcement of the new requirements found the Hidden Val-
ley Hospital in what it felt was a comparatively good position. In the 
fall of 1957, acting upon advance indications that such requirements as 
just described might in the future be instituted~ the hospital pharmacist 
began keeping her copies of the charges to patients for drugs and intra-
venous solutions, which had previously not been retained. This was neces~ 
sary because the accounting office copy did not specify the drugs being 
issued, but only the amount of the charge. ~1en the new.policy was offi-
cially announced~ the Hidden Valley Hospital decided to cost out these 
charges for four months. Progress~ however, was extremely slow, due to 
the large number of charges for drugs going through the books. It was 
found that it took two days for two people, one a registered pharmacist 
and the other a competent bookkeeper~ to cost out one month. As a re-
sult, when the time came to prepare'the report for the year, only two 
months had been casted. The hospital felt, with some ju.stification, that 
this was not bad, particularly in view of the fact that additional work 
* 17~ pp. l-2 
** 17, p. 2 
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had been required by the discovery that some drug charges were made in 
the operating and delivery room, and appeared on the same slip with .the 
operation itself; this necessitated pulling these slips out of the files 
of the accounting office for the month concerned, and adding them to the 
regular pharmacy slips. 
As soon as the markup percentages thus computed were applied 
to the actual fi~es for pharmacy earnings and pharmacy costs, however, 
the results of all this time and effort collapsed. The use of such a 
markup, applied to the earnings for the year in the form of a gross prof-
it percentage, produced a cost of drugs sold in excess of the total phar-
macy department expenses for the year, including salaries and repairs as 
well as material purchases. Head bloody but unbowed, the hospital used 
a markup figure calculated to bring its cost to an amount approximating 
the group average and turned to other matters.· Needless to say, a simi-
lar procedure was used for medical and surgical supplies, for which con~ 
siderably less information was available. Since the group averages for 
the coming year are slightly lower, however, the amounts used will pre-
sumably be adjusted upon audit. 
At the present time, the Hidden Valley pharmacy department is 
marking each charge ticket with the cost of the drugs issued as well as 
with the amount of the charge, and is following a markup chart, which, 
it is hoped, will help to produce consistent averages. Application of 
the markup percentage for the first two weeks of December 1958 to the in-
come and expense figures for the first quarter of the fiscal year suggest 
that tbis time the hospital may succeed.. In the meantime, the accountant 
- gives the pharmacy a wide berth. 
··~ ... 
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As to the medical and surgical service, that problem is no 
nearer solution. It is anticipated that costing charges in this depart-
ment, with its many ramifications, will make the problem of the pharmacy 
seem a simple one~ Nor will a planned installation of piped oxygen con-
tribute anything to the ease of determining costs, since the quantities 
used are much more difficult to control than they are for oxygen in re-
turnable containers. 
The tremendous amount of detail work involved in costing all 
charges for drugs sold has led to further action by interested parties 
such as the Massachusetts Hospital Association and the Massachusetts 
Chapter of the American Association of Hospital Accountants, with a view 
to finding a satisfactory substitute for this burdensome requirement. 
As a result of these efforts, an internal control questionnaire was for-
warded to all hospitals' pharmacies by the Division of Hospital Costs in 
January, 1959. It is possible that those hospitals which take physical 
inventories at least once a year, which issue nothing without either a 
charge ticket or a requisition, and which have adequate internal control 
over the pharmacy inventory, may be permitted to cost their requisitions, 
that is, the cost of the drugs not sold to patients, and consider the 
difference between this amount and the total pharmacy cost as pertaining 
to drugs sold. The hospitals most in need of such a short cut, however, 
are probably the least likely to fulfill the requirements for using 1t. 
One further problem eXists in connection with the preliminary 
journal entries, and it too deals with the medical and surgical service. 
This is the problem of the central sterile supply room. This is the de-
partment which sterilizes medical and surgical supplies for the floors 
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and, in some hospitals, for the operating and delivery rooms (in others, 
these departments have their own sterilizing facilities). The expenses 
of this department, consisting mostly of salaries, are charged to medical 
and surgical service. Form HCF 300 allows a portion of this expense, 
representing the cost o£ storing and issuing supplies sold, to be added 
to the cost of·such supplies; a similar allocation is made.for time 
spent storing and issuing mer the operating and delivery rooms, when ap-
plicable. The difficulty here lies in determining just what portion of 
the time is spent on these functions. Here the Division of Hospital 
Costs, feeling ·with some justification that what it has been getting in 
the past does not even represent an educated guess on the part of most 
hospitals, has ins~sted on the use of time studies. Not too much prog-
ress has so far been made in getting central sterile supply personnel to 
co-operate in such undertakings; in most hospitals they are both extremely 
busy and extremely hot, and are usually doing about six things at once • 
.Any suggestion that they sto.p at fifteen minute intervals and jot down 
which six things they have just been doing tends to be greeted with mild 
sarcasm at the very least. ~or can t~e timing be done by business office 
personnel, who would not understand what was being done most of the t:ime. 
Obtaining the Statistics Required by the Form 
Aside from the classification of income and the information 
required for the preliminary entries, the major problem of preparation 
of the 300 is the accumulation of the statistics. This problem has, 
however, been greatly simplified in so far as the ancillary department 
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statistics are concerned by the elimination of any requirement as to 
breakdown by accomodations. As a result, the Hidden Valley Hospital's 
statistics on operations and deliveries can be taken directly from the 
logs. All deliveries are in-patient deliveries, and each month the de-
livery room log summary includes, among other information, the total 
number of deliveries and the number of Caesarian Sections; a simple sub-
traction furnishes the number of deliveries performed in the delivery 
room itself. The operating room log summary gives the total major and 
total minor operations. It is a simple matter to count the out-patients, 
usually readily identifiable, and deduct them from the count of minor 
operations to arrive at the in-patient figure. All major operations are 
on in-patients, and no newborn operations are perf<:>rmed with the excep;... 
tion of circumcisions, it being hospital policy to transfer such infants 
to a larger institution. The circumcisions are performed in the nursery, 
as required by law. 
Other ancillary statistics are accumulated on the charge tick-
ets, which.are marked by the issuing department with the number of films 
or tests, or other appropriate unit. This procedure is also followed for 
the operating and delivery rooms, but offers no particular advantage in 
those departments. The charge tickets are of the!kind that can be sorted 
by the use of a mechanical device. They are sorted daily by accomodation 
of the patient, and used to classify according to accomodation both the 
special service income and statistics. The totals for the month, accumu-
lated on summary charge cards, are carried directly to the monthly income 
summary, where they are available for use either in Form 300 or, for that 
matter, Form 200. 
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A similar procedure is followed with regard to routine income 
and statistics, with a sortable statistical card for each patient re-
placing the sortable charge tickets. Both income and statistics are an-
alyzed daily, and the dollar amounts used in balancing the accounts re~ 
ceivable control - this is done daily. The necessary information for 
any given month is 'therefore available within a few days of the end of 
the period. 
An additional procedure was, however, found necessary, due to 
the fact that only one statistical card i~ prepared for each patient 
(except in case of transfer from one accomodation to another, in which 
case a second card is prepared). No matter how these cards are filed, 
it becomes an impossible task to reconstruct the daily figures for pa-
tient days or to audit them satisfactorily. It has therefore been found 
advisable to recheck the days on a monthly basis. Statistical cards are 
filed according to month of discharge. The cards of patients discharged 
in each month are sorted by accomodation, and tapes taken of the number 
of days for each accomodation for that month and for each previous month 
as shown on the cards. From the tapes for any month and the succeeding 
months, schedules can then be prepared showing the total days for the 
month concerned. The results so obtained are compared with the original 
count; if any significant difference exists, the work based on the dis~ 
charge dates is checked once more. In the event of an irreconcilable 
discrepancy, the figures obtained on a daily basis, which cannot be 
proved or reconstructed, must give way to the figures based on the cards 
as finally filed. Fortunately, the discrepancy between the two methods 
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for fiscal 1957-58 was exactly three patient days, but not until several 
individual months had been checked and rechecked. 
As we can see, the hospital has been fairly successful in work-
ing out the ways and means to obtain the needed information. In the 
course of doing so, it has greatly improved its accounting system, and 
can today boast of up-to-date and accurate financial records, in addition 
to that rarity among hospitals, an accounts receivable control that re-
mains in control day in and day out. 'Vhether it would have made these 
changes without the impetus of the cost reports and their requirements 
is problematical. If not, then the hospital has certainly benefited in 
some measure from the experience. On the other hand, its system is cer~ 
tainly considerably more complex than the simple requirements of accurate 
financial accounting would seem to demand, and some of its components -
bookkeeping machines, sortable charge tickets - are not inexpensive. 
These might have been found advisable without the requirements of the 200 
and 300 forms; with these requirements they became almost compulsory; 
this is particularly true of the sortable cards, which, together with 
punched card equipment and similar devices of varying complexity, are in-
creasingly being used by Massachusetts hospitals. Although the Hidden 
Valley Hospital was in a position to afford such an investment, there are 
a good many hospitals who are not. Perhaps these may benefit from a sur~ 
vey, currently under way, intended to determine the feasibility of using 
comp?ting machines to compile data for a whole group of hospitals through 
a central agency. Even a computer, however, is no better than the infor-
mation fed into it, and this may prove to be a problem in getting the 
most out of such methods. 
• 
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Having completed the principal requirements of its cost report, 
the Hidden Valley ends the process by a descent from the complex to the 
ridiculous. It has not established· sufficiently detailed records of its · 
fixed assets to be entitled to take actual depreciation on cost. It 
therefore records depreciation in an amount equal to six percent of its 
total expenses after allowing for the recovery of expense entries to be 
made on the form itself. On this incongruous note, we turn in the next 
chapter from discussing the difficulties of preparation to an examination 
of some of the defects of this and its predecessors as costing methods. 
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CHAPTER XI 
OPPOSITION TO FORM HCF 300 COST FORMULA 
Criticisms Based Upon the Amount of the Reimbtrrsement 
The most general criticism of Form HCF 300 is that its substi-
tution of a formula for the step~own method of distributing overhead 
has resulted in a reduction in the per diem cost of special services as 
compared with Form MDPH 200~ a reduction reflected in lower Blue· Cross 
reimbursement for ancillary services. Support for this criticism comes 
from comparative figures for the year ended September 30, 1955 (the 
first year of the new form), when, at the request of the Massachusetts 
Hospital Association, many hospitals prepared both forms. A tabulation 
of the results appears belolvo 
TABLE III 
COMPARISON OF PER DIEM COST OF ANCILLARY SERVICES AS CALCULATED 
ON FORM MDPH 200 AND FORM HCF 300 FOR 65 HOSPITAlS FOR THE YEAR 
ENDED SEPTEMBER 30, 1955 
Teaching Hospitals 
Hospitals with Intern or Resident 
Training Program 
Other Accredited Hospitals 
Non-Accredited Hospitals 
All 65 hospitals reporting 
MDPH 200 
$8.28 
6.23 
5.96 
3.16 
6.73 
Source: }~ssachusetts Hospital Association 
HCF 300 Reduction 
$7.71 57¢ 
5.90 33¢ 
5o86 10¢ 
3.07 9¢ 
6.38 35¢ 
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Although these figures were not available until February 1959, 
the individual hospital did not need to await such tabulations to be 
aware of this discrepancy in per diem costs. The Hidden Valley Hospital, 
for example, which was one of the sixty~five hospitals preparing both 
reports for the year 1954-55, could read its own figures for itself. The 
results of the two forms in terms of total costs were these: 
TABLE IV 
ALtOCATION TO PATIENT COST CENTERS OF HIDDEN VALLEY HOSPITAL OPERATING 
EXPENSES FOR THE YEAR ENnED.SEPTEMBER 30, 1955 
In-Patients (Adults and Children)! 
Routine Services 
Special Services 
Total Adults and Children 
Newborn Infants 
Out-Patients 
Total Operating Expenses 
Source: Hospital Records 
HCF 300 
$444,000 
168,000 
$612,000 
19,000 
25,000 
$656,000 
MUPH 200 
$424,000 
182,000 
$606,000 
22,000 
28,000 
$656,000 
It may readily be seen that, based upon a census of some thirty-
five thousand patient days, the ancillary cost per in~patient day is less 
by about forty cents a day under the HCF 300~ If we bear in mind that 
approximately one half of the hospitalts patient days are reimbursable by 
Blue Cross on the basis of average per diem cost, we can visualize what 
an expensive differential this is: based on the assumption that Blue 
Cross days in t~e following year were fifteen thousand, the cost to the 
hospital would be $6,000.00. If this is true of a hundred and ten bed 
hospital, what are we to thlllir concerning the cost to a large teaching 
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hospital, with its much larger number of Blue Cross days and, judging 
from Table III on page 95, its larger differential (Hidden Valley falls 
under the category of ttOther Accredited HospitalsU in the table). Com..,.. 
parable figures for a 150 bed hospital approved for intern and resident 
training programs were as follows~ 
TABLE V 
ALLOCATION TO PATIENT COST CENTERS OF A GROUP I HOSPITAL'S OPERATING 
EXPENSES FOR THE YEAR ENDED SEPTEMBER 30, 1955 
In-Patients (Adults and Children): 
Routine Services 
Special Services 
Total Adults and Children 
Newborn Infants 
Out-Patients 
Total Operating Expenses 
Source: Hospital Records 
HCF 300 
$578,000 
213,000 
$791,000 
57,000 
94,000 
$942,000 
MDPH 200 
$514,000 
252,000 
$766,000 
63,000 
113,000 
$942,000 
Since the number of patient days was in this instance slightly 
less than.30,000, it may readily be seen that the reduction in ancillary 
per diem costs is in excess of $1.30. In actual fact, because of the 
difference in treatment of newborns remaining after the mother's dis-
charge, the reduction in ancillary per diem cost was about $1.65 as a re-
sul t of using the new formula .• 
The fact that the formula used by Form HCF 300 tends to depress 
ancillary service costs, not only in relation to Form MDPH 200, but also 
in relation to other costing methods, is well illustrated by the example 
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of the Hypothetical Hospital, prepared by Dr. Leon Hay of the University 
of Indiana. Identical figures are used by Dr. Hay to compare the results 
of the three classic methods of cost analysis with the results of a "State 
B Formula" readily identifiable as the Form 300 for the fiscal year 1954-
1955: 
TABLE VI 
COMPARISON OF PER DIEM COSTS UNDER VARIOUS METHODS OF COST ANALYSIS FOR 
THE HYPOTHETICAL HOSPITAL. 
Formula State B Method l Method 2 Hethod 3 
IN-PATIENT 
Routine $16.24 $15.22 $15.36 $15.57 
Special 8.16 9.28 9.14 9 .. 01 
TOTAL $24.40 $24 .. 50 $24.50 $24.58 
Source: Hay, Leon E., Budgeting and Cost Analysis for Hospital :Manage-
ment, page 81 
It is worth while noting that the principal discrepancy is in 
the allocation between routine and special services, rather than in the 
total in-patie~t cost. This is true both in the above example and in 
the figures for Hidden Valley Hospital. We shall return to this point 
again. 
The cause of the differential we have been discussing is, of 
course, the use of a 25% overhead allowance in lieu of allocation on a 
statistical base. The additional overhead allowance for hospitals hav-
ing nursing schools, intern and resident training programs, and teaching 
affiliations with medical schools, were intended to alleviate this con..:.. 
dition to some extent. It seems unlikely that these allowances proved 
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sufficient. The maximum additional allowance for the year ended Septem-
ber 30, 1958, is four percent; the drop in ancillary costs for teaching 
hospitals, according to Table III on page 95, was about seven percent. 
The maximum allowance for hospitals with intern and resident programs 
other thin teaching hospitals is three percent; the drop shown for these 
hospitals in 1954-55 is about five percent. The Hidden Valley Hospital's 
additional allowance came to two percent, or about ten cents a day based 
on its 1954-55 figures, as against a drop in ancillary costs, compared 
with the 200, of more than forty cents a day. The additional allowance 
for the hospital whose comparative figures appear in Table V was also 
two percent, or about fifteen cents a day, compared with a drop of more 
than ten times that amount resulting from use of the Form 300. The re~ 
duction in the rate allowed for ancillary services performed outside the 
hospital grounds' a reduction of fifteen percent' tends ji(~~e r slna.:().g 
~ '._~.~· -- ·"' .... :., ~· 
institution to offset any benefit received from the additlonal·aB.owa.rice 
...... ~" -:- ,-- -"' 
-~ 
- -~ for nursing schools. 
"?. ' .• 
.. -r :~ ;._.c :_~=~~ ;;.. 
Criticisms of the Formula as Inaccurate 
Turning from the general objections based on the reduced an-
cillary reimbursement received by hospitals under Form HCF 300, we find 
a considerable amount of opposition to the form based on the fact that 
it does not result in accurate costs. This. viewpoint has been concisely 
expressed as follows: 
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"During the past three years., Massachusetts hospitals 
have been reporting under a semi-cost basis which has no value 
for management control.n * 
It should be made clear at this point that the general trend 
of objections of this nature is in support of the restoration of a more 
accurate but more complex form of reporting. The publication in 1957 of 
the ~erican Hospital Association's manual, Cost Finding for Hospitals, 
which, like form MDPH 200, is based on the step~down method of cost anal-
ysis, gave new impetus to the advocacy of some form of the classical 
Method #2. A considerable body of opinion now supports the use of the 
principles enunciated in the new manual, partly because it represents 
a carefully thought out method of analysis, and partly because it is felt 
that its endorsement by the AHA will tend to make it more and more uni-
versally adopted in other sections of the country. 
It should also be made clear that the distortions, of cost ·iJ:l.,.., 
herent in the present form are, for the most part, generally known to 
exist. Form HCF 300 1vas developed in answer to the protests of hospi-
tals which did not have sufficient information to prepare the more com-
plex MDPH 200, and which found its preparation an unreasonable burden. 
It was never expected that it would produce costs as accurate as those 
of its predecessor, and, as we have noted, the word "costn was entirely 
omitted f~om its official title. 
Many of the hospitals that had difficulty preparing Form MDPH 
200 have come a long way in the past few years, as witness the Hidden 
Valley Hospital. For many, however, the requirements of Method #2 are 
·still pretty difficult to fulfill; not a few, in fact, have their troubles 
* 18 
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with the present form, particularly in the area of establishing the cost 
of drugs and medical~surgical supplies sold -·a segregation that would 
still exist under the form of Method #2 outlined in the AHA cost manual. 
The ~ivision of Hospital Costs is in the unenviable position 
of being in the midd~e here. Retention of the present form is criticized 
because of its inaccuracy on the one hand; because of its complexity on 
the. other, and because of the amount of the ancillary reimbursement on 
all sides. The old fable of the man who tried to please everyone is per-
haps not inappropriate to the situation. 
With these preliminary considerations out of the way, we can 
proceed to review a few of the cost distortions ~reated by the form. 
Cost Distortions Created by the Formula 
The first of these concerns the use of weighted days. This 
weighting is not used in d~termining Blue Cross reimbursement, which is 
based on actual days. It is, however, the basis of the only computation 
of per diem cost appearing on the form itse~f. It is so readily avail-
able that the natural tendency of the unwary is to seize upon this figure 
as a ready-made cost per patient day. The fallacy of this weighting of 
days, which is based on a survey of income from routine services for the 
three types of accomodation, has been discussed in full in a recent text, 
which emphasizes the irrelevance of gross income as a factor in determi-
ning costs in such a situation.~~ We may add that, as we shall see, gross 
* 3, pp. 182-3 
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income from routine services is influenced much more strongly by cost 
reports than it is by cost in the Commonwealth of Massachusettso 
The second distortion is the one already dealt with at some 
length: the effect of using a formula for the allocation of overheado 
Like the formula for weighting the patient days, this was introduced for 
simplification purposes. The first eliminated the need for allocating 
costs to accomodations; the second eliminates the need for allocating in-
direct costs to revenue producing departments. Having already dealt with 
the distortion of routine and special service costs in detail, it will 
suffice here to call attention to the effect of the increased allocations 
of overhead to the newborn infant and ambulatory categories which was in-
stituted for the fiscal year 1956-57, and of the allocation to non-patiento 
It may be noted in passing that these allocations have no effect on the 
. 
special service costs; they result in increasing out-patient, nursery and 
non~patient expenses as against routine in-patient services. The net 
effect of doubling the allocation to nursery and quadrupling the alloca~ 
tion to out-patient service is to reduce total in-patient service costs, 
and with it the amount of reimbursement from welfare departments. The 
out-patient rate can manifestly not be adequate to cover the wide variety 
of conditions existing in hospitals today. A rate proper for a--hpspital 
which has a full out~patient service, including regular clinics, can 
hardly be expected to be proper for a hospital which limits its out-
patient work to the treatment of an occasional emergency or to the occa-
sional use of X-ray or laboratory for diagnostic purposes, with little 
time and much less overhead expense involved. 
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As to the application of a 25% overhead factor to non-patient 
expense, it must be said that it is difficult to visualize what sort of 
overhead some of these expenses use. One of the more extreme examples, 
applicable only to proprietary hospitals, is that of taxes. Theoreti-
cally, the proprietary hospital should add 25% for overhead to its Fed-
eral Income Tax and to the income portion of its Massachusetts Corpora-
tion Excise Tax (the corporate excess or tangible portion of the tax, as 
a property tax, is classed as other expenses and is provided for in the 
"loading factor" added to total operating expenses in determin;ing reim-
bursable cost). 
The third distortion, about which enough has already been said, 
is the segregation of medical and surgical expense and pharmacy expense; 
this is a distortion because of the difficulty of obtaining accurate fig~ 
ures in most hospitals. In cases where these costs can be accurately de-
termined there is of course no·distortiori. The weakness of HCF 300 in 
this respect is no different than that of MDPH 200 or of the method advo• 
cated by the AHA manual on cost finding. 
It is in connection with this particular problem that we must 
deal with the conflict between cost analysis as such and cost analysis 
for purposes of reimbursement in one of its more unusual forms. The rea-
son underlying the segregation of medications sold is the intentio~ to 
charge Blue Cross with the cost of those drugs for which a charge is made, 
and for no other; in other w·ords, to treat Blue Cross exactly the way any 
·patient would be treated, except that amounts are determined by reference 
to cost and not to prices charged. In practice, however, this has meant 
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that if a particular issue of a particular drug has gone out uncharged, 
the cost of this drug must be excluded from reimbursable cost calcula-
tions. This is what is behind the current concern with internal control 
as a prerequisite for the use of alternative methods of determining cost 
of drugs sold. In so far as this is intended to protect Blue Cross from 
being charged with the costs of petty pilfering, there is something to 
be said for this view, although it is doubtful whether other patients are 
so protected. There is, however, some doubt as to whether the·more fre-
quent occurence is not the failure to charge the patient due to a nursets 
ommission, resulting from any number of causes ranging from an emergency 
on the floor to sheer carelessness. The following example will show what 
can easily happen. 
Let us take a case of a cardiac patient, on continuous oxygen 
therapy for several days in a hospital where oxygen is piped to the 
floors. Let us say that oxygen charges, plus the cost of renting an oxy-
gen tent, came to one hundred dollars, and that through error, no charge 
was made to the patient. This is by no means an impossibility, nor even 
an improbability. Such things have, in fact, actually happened. Let us 
further assume that the pill is covered in full by insurance. The hospi-
tal has already lost one hundred dollars of income. 
Now, in calculating the cost of medical and surgical supplies 
sold to patients, the cost of this oxygen and tent must be excluded, since 
it was not charged to the patient, but issued without a charge. Thus to 
the original hundred dollar loss.sustained by the hospital must be added 
Blue Cross1s share -perhaps one half- of the cost of the oxygen and tent, 
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to be reflected in lower reimbursement throughout the next contract year~ 
In plain language, if through a clerical error a drug or similar item is 
issued without a specific charge to the patient, it is as if the hospital 
had incurred no cost for this drug, in so far as reimbursable ancillary 
cost is concerned. 
The next distortion of cost is in the area of depreciation~ 
This distortion is shared not only by Forms HCF 300 and MDPH 200, but 
also by Form MDPHlOO. The prerequisite for computing actual deprecia-
tion based on cost is spelled out in the instructions accompanying the 
200 form: . 
ucomplete plant ledgers are absolutely essential.if depre-
ciation is to be apportioned on an appropriate basison * 
Hospitals having such information were permitted to allocate 
their depreciation charge to the various departments on Form 100. On 
both the succeeding forms, the depreciation charge for all hospitals is 
allocated to routine and special services in the ratio of the previously 
accumulated costs of these major cost centers. 
Hospitals not having such information are permitted to compute 
depreciation in an amotmt not to exceed six percent of total departmental 
expenses (Forms 100 and 200) or total departmental and non-patient ex-
penses (Form 300), as reduced by the preliminary journal entries cancer-
ning recoveries of expense. It should be understood that for ~y hospi-
tals, particularly the older ones, the establishment of a plant ledger 
would require having an appraisal of the institution's fixed assets made 
by a professional appraiser, a not inconsiderable expense. In this 
* 41, p. 21 
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regard proprietary hospitals are in a more fortunate position than most. 
The fact t~t they must answer to the Internal Revenue Service for the 
amount claimed as depreciation has generally placed them in the position 
of being able to take actual depreciation based on cost. It may be added 
that the amount so computed frequently produces a figure considerably in 
excess of six per cent of expenses. 
The problem of what to charge to expense and what to capitalize 
has always been an acute one in every line of business. It is at least 
six per cent more acute in a hospital computing its depreciation in ac-
-
cord with the above formula, since an item improperly charged to repairs 
is increased by this amount when the time comes ~o figure depreciation. 
The same inability to determine the exact contents of its fixed 
asset accounts which compels a hospital to resort to the six percent 
method of computing its depreciation creates a problem in relation to re-
placements and their treatment. Because the original asset is not iden-
tifiable in the accounts and cannot be removed from the books, it has not 
been unusual for the replacement to be charged directly to expense. This 
has been particularly true in hospitals which had never established a 
policy of taking depreciation on their fixed assets. This policy is that 
recommended by A.H.A. for minor (~depreciable) equipment.* Whenever 
this practice is continued under the regime of the present family of cost 
reports, it results in charging to expense - and to reimbursable cost -
106% of what would ordinarily be a capital item. Since it is required 
that depreciation be actually recorded on the books, this distortion is 
* 15, P• 63 
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compounded each year in the form of a reserve for depreciation which rep~ 
resents, not an amount related to the expired useful life of the hospi~ 
tal's assets, but six percent of the hospital's operating expenses during 
the years since it began tiling these reports. It may readily be seen 
that a hospital which has a small investment in plant, whether because 
it rents its buildings or because it received them or occupies them at 
no cost, can easily accumulate a reserve considerably in excess of its 
ass.ets under this systemo 
What we may call the six percent bonus for misclassification 
of fixed assets has naturally led to considerable discussion over what 
should or should not be capitalized. In this respect Publication :l-n.0-50 
of the ABA, which was not, after all, written with the expectation that 
its views were to acquire semi~legal status, has permitted plenty of room 
for debate. Among the requirements listed in the section on plant and 
equipment for classification as a depreciable asset are a more or less 
fixed location, a unit cost sufficiently large to justify the expense in-
cident to control by means of an equipment ledger, and a minimum life of 
at least five years.* Yet a later discussion of methods of establishing 
a composite depreciation rate for a hospita~ laundry lists among the de~ 
preciable assets clothes baskets with a cost of $14.00 apiece and a life 
.. 
of just five years.** It would not be diff~cult to find a hospital to 
take the view that such an item was not worth controlling by means of an 
equipment ledger. The Division of Hospital Costs, on the other hand, has 
taken the view that, in theory at least, there is no minimum cost below 
* 15, p. 62 
** 15, p. 148 
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which an item is automatically a charge to expense - or, at least, none 
larger than $14.00. 
The fifth major distortion of cost incorporated in the reports 
is that created by the treatment of what we may well call grown-up in-
fants. These are the babies, born in the hospital and occupying a bassi-
net in the newborn infant nursery, whose mothers have been discharged and 
gone home without themo These are most commonly premature or other un-
derweight babies who are not yet large enough to be allowed to go home. 
This is particularly the case in the smaller hospitals, which frequently 
follow a policy of transferring genuinely sick infants to larger institu-
tions with greater treatment facilities. Under the regime of Form HCF 
300, these smallest among the denizens of the nursery are to be considered 
as adults for all statistical purposes; specifically, they are to take on 
the accomodation vacated by the mothers upon their discharge. 
Strictly speaking, this anomaly is not new with the present 
form. The following directive appears in Joint Hospital Form #1 and in 
both Form MDPH 100 and 200: 
ttNewborn infant days to be excluded from the count of to-
tal in-patient days are only those days when an infant occupies 
a bassinet (in .the nursery) during the mother's hospitalization."* 
It may be that this instruction went unnoticed because it was 
not prominently displayed, particularly on }IDPH 200 where it was not a 
part of the main body of instructions. It may be that the clea~ implica-
tion of the sentence quoted above was obscured by the inclusion in the 
same paragraph of babies born outside the hospital and therefore not ad-
mitted to the newborn nursery, as well as babies transferred out of the 
* Instruction #6 
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newborn nursery for illness.. It may be that the new reporting require-
ments presented enough reporting and enforcement problems without this 
one. In any case, this reclassification appears to have been generally 
disregarded until the advent of HCF 300. The new form requires positive 
affirmation by reporting hospitals of the exact number of such days in- . 
eluded in the adult count, and corresponding information concerning the 
number of infants involved. 
It is worth while to compare this treatment with what AHA Pub-
lication Ml0-50 has to say pn the subject: 
"Infants in the newborn infant nursery always should be 
recorded as newborn infants and not as regular· in-patients. 
The general advantages arising from uniform recording of hos-
pital statistics ••• also apply to the recording of newborn 
infant statistics. In addition, if the total costs of the new-
born infant nursery are determined in a cost analysis of the 
hospital's operations, the cost per infant treated there or the 
cost per newborn infant patient-day cannot be accurately stated 
unless a correct count of all infants therein has been made." * 
The point could not be made much clearer. Presumably the man-
ual's vehemence on this matter was directed at Joint Hospital Form #1. 
It should be said that in the case of Form HCF 300 hospitals 
have been permitted and even encouraged by the Division of Hospital Costs 
and F~ces to make corresponding adjustments of their nursery costs, by 
allocating them to newborn infant expense and regular in-patient expense 
in the ratio of patient days; and .of their nursery income, by treating 
the income from infants remaining after the mothers' discharge as income 
from regular patients. Nursery expenses per newborn infant day are there-
fore not distorted. 
* 15, p .. 9 
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The same cannot be said for the expenses applicable to regular 
in-patients, however. The reason for this, quite simply, is that the 
care of a newborn infant is a much less costly proposition than the care 
of a regular patient. The effect of confusing newborn infants with 
adults has not been better stated than it was more than twenty-five years 
ago by Mr. Herbert Sands:-
"To continue the computation of patient day costs by con-
sidering newborns on a parity with adults is obviously wrong. 
Hospitals which have large numbers of maternity cases in pro-
portion to other cases naturally show a much lower patient day 
cost than do hospitals having a small number. A detailed study 
of babt care costs in nine hospitals made by a special commit-
tee of the Cleveland Welfare Federation and,the Cleveland Hos-
pital Council in 1930-31 showed the cost to be only 23% to 28% 
of the cost of caring for adults .. " * 
Mr. Sands was here discussing the then prevalent practice of 
including all newborn days as ordinary in-patient days. Nevertheless, 
his point applies with equal force to misclassification of any appreci-
able number of days, and while not many infants remain after their moth-
ers leave, those that do frequently remain a considerable length of time. 
There is considerable merit in Mr. Sands's suggestion that hospitals at 
the very least weight their newborn infant days as equal to one quarter 
of an adult day, or in accordance ld th some more recent studies. 
That the effect of the misclassification of days is not offset 
by a corresponding adjustment of cost may be readily seen by reference to 
the case of the Hidden Valley Hospital. The comparison of the Hospital's 
costs based on Form 200 and Form 300, shown above,** is not stated in 
terms of total costs without reason. The per diem figures produced by 
* 7, PP• 92-3 
** Above, p. 96 
111 
' 
the two fo~ vary in part because of the use of weighted days on' the 
i 
300, and id part because 9f the inclusion of some seven hundred infant 
I 
days in th~ adult classification. The inclusion of these seven hundred 
I 
newborn dais represents an increase of approximately two percent in the 
total patieht days, and a decrease in the number of newborn days of ap-
proximately: one eighth. Now, the transfer of one eighth of the nursery 
I 
cost to the adult classification would increase in-patient costs by about 
four tenths of one percent, as against the increase of two percent in the 
number of d~ys. As to ancillary department costs taken alone, the amount 
transferred:would be in the vicinity of $100.00, or so small as to be of· 
no significJnce in the computation of pe~ diem costs. This may readily 
I 
I 
be seen by comparing the ancillary costs of. the newborn nursery according 
to Form 200,
1 
which were 15¢ a day, with those for adults, which were 
$5.00 a day dn the wards ·and more than that in the other accomodations. 
A ~ospital which desires to keep its records in such a way that 
it can have readily available both the information required for preparing 
I 
HCF 300 and 1:hat required for a more logical classification must either 
keep a compl~te list of the infants involved and the pertinent statistics 
I 
and financial data concerning them, or it must create a new category, in-
fants remaining after the discharge of the mother, properly subdivided 
into private, semi-private, and ward. Once segregated in this manner, 
I 
the babies can then be treated as adults or as infants, as the particular 
situation requires. This is just one more additional burden on hospitals, 
' 
which are already engaged in enough statistical detail without it. 
As ~o the reason underlying this particular distortion, it is 
I 
! 
not a reason ~elated to cost. The Blue Cross subscriber's contract, with 
' 
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certain exceptions, provides a cash indemnity for ~ternity cases, rath~r 
than the service benefits provided in medical or surgical cases. The 
difference between the amount of the cash indemnity and the total of the 
hospital bill, including the charges for the newborn baby, must be paid 
by the patient from her own fundso Once she has been discharged, however, 
the baby is covered under the contract like any other member of the sub-
scriber's family. Reimbursement to the hospital is the same as for any 
other covered patient. The obvious intent is to require the hospital to 
treat these newborn days in a simil~ manner, thereby reducing the over-
all cost per patient day. 
We have here a simple case of conforming hospital cost analysis 
to the peculiarities of the Blue Cross subscriber's contract, which here 
takes precedence over the established methods of classifying patients6 
The distortions we have just been discussing are those appear-
ing on the face of the form itself. There are, hOlfever, other distor-
tio~s '~ch do not appear. in the reports. ·These might better be described 
as temptations to distortion., since they take the form of presenting hos-
pitals with a continual incentive to charge, not the account called for 
by sound accounting principles, but the account where the charge ldll ''do 
the most good" from the point of view of reimbursement. We must assume 
that, human nature being what it is, this temptation is not invariably 
resisted, particularly in doubtful or borderline cases. It will be in-
structive to turn now to an examination of a felf of these temptations.· 
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Temptations to Further Distortions of Costs and Income 
There are several "temptations to cost distortion" created by 
the present cost reports. They are not peculiar to HCF 300, but,are 
equally applicable to MDPH zoo~ They are .related to the method of reim-
bursement by Blue Cross, which, as we have seen, covers routine service 
under a flat rate and ancillary service on the basis of reimbursable 
costs. 
The first of these temptations rnrl.,g'la:t be summed up in the form 
of a slogan: "When in doubt, charge it to the operating room." Tp.is is· 
not to say that wholesale misclassification of expense is occurring, or 
that this is a likely eventuality. It is clear, however, that a system 
of reimbursement which provides tangible benefits to hospitals for ele-
ments of cost belonging to certain departments and no benefits for those 
belonging to others tends to w·eaken the objectivity lrith which an ac-
counting office ~dll view the distribution of expenses. 
There are many kinds of supplies, in a departmentalized opera-
tion such as a hospital, which may be used in a number of different pla-
ces. A good example of this is in the area of medical and surgical sup~ 
plies and certain types of drugs, particularly those which are sometimes, 
but not always, used in anesthesia. Some of these supplies lrlll be used 
in the operating room, some lrlll be dispensed on the floors through the 
medical and surgical or pharmacy departmentso In the hospital which 
lacks an air-tight requisitioning system, it is understandable that the 
doubtful cases will be decided in favor of the ancillary department. 
Again, here is a small hospital - there are many such cases 
where one or more nurses cover both the delivery room and the maternity 
114 
floor in general. This situation is particularly likely to exist on the 
second and third shifts. The business manager of one hospital (comple-
ment, 160 beds) has been trying for years to get from the delivery room 
supervisor a usable list of the persons working there and the percentage 
of time spent there. This particular business manager has resolved the 
question on the side of conservatism by assuming minimum twenty~four hour 
coverage at minimum hourly rates, but not all hospitals will feel called 
upon to be so generous. Can the hospital which chooses to charge a major 
portion of the salaries of these nurses to the delivery room, which is a 
100% in-patient ancillary service, rather than to the routine classifica-
tion of nursing service, be blamed? That there may be some tendency to 
resolve the problem in this manner is implicit in the following announce-
ment of the Division of Hospital Costs and Finances: 
"Operating room and delivery room expenses. 
"Hospitals that have made unusually large labor cost allo-
cations to these departments will be required to support these 
allocations by time records kept by the department supervisor. 
This Division is reluctant·to approve costs in these depart-
ments.that greatly exceed gross earnings and will be stricter 
in accepting such allocations for the year ended September 30, 
1958." * 
It might have been appropriate to end the above paragraph by· 
wishing the business offices luck in the execution of ~ese requirements, 
which require the co-operation of busy delivery room supervisors in has-
pitals large enough to have such persons, and of directors of nursing in 
others. 
Another facet of the same problem concerns the actual budgeting 
of departmental expenses. The hospital which could use an additional 
* 45, p. 2 
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nurse on the children's ward and another in the operating rooms, but can 
only afford one at the present time, is far more likely to invest in sal-
ary expense for the department whose costs are reimbursed by Blue Cross .. 
A second form of temptation created by the reimbursement formu~ 
la, one which might be described as an urge to capitalize, deals with' the 
oft-discussed area of depreciation.. The curious form assumed by this 
particular temptation is illustrated by the following exchange between 
an auditor for the Division of Hospital Costs and Finances and a hospital 
accountant. In the course of auditing the hospital's invoices, the state 
auditor has just discovered that a dishwasher had erroneously been 
charged to dietary supplies, and was proceeding to make a notation on 
his workpapers. 
UThat should be capitalized,n remarked the hospital accountant.· 
''What makes you so eager?'' inquired the auditor, suspiciously .. 
"We use actual depreciation, based on cost," said the account-
ant, "and we have no welfare cases .. "' 
"0h, 11 replied the auditor, losing interest entirely.. "It's a 
very small amount, not worth adjusting .. " 
If any field of endeavor other than hospital accounting were 
involved, any one overhearing this conversation might well be justified 
in forming the opinion that here were a pair of gentlemen in need of a 
long rest. In this pal;'ticular field, how·ever, the conversation makes 
very good sense, for the following reasons .. 
Since this was a charge to dietary expense, it was not reim~ 
bursable under the Blue Cross ancillary rate; rather, it was covered by 
the reimbursement for routine service, which is not affected by the cost 
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of these services. It would result in an increase in the overall per 
diem costs, which are used for setting welfare rates; but in a hospital 
which for one reason or another has few or no welfare cases, this is of 
very minor significance. 
The effect of capitali~ing the asset in question, how .. ever, 
would be quite different. The amount of a hospital's reimbursement from 
Blue Cross for ancillary services includes an allowance for depreciation, 
as has been previously pointed out. The allowance for depreciation, in-
terest, rentals, property taxes, and legal expenses is computed by adding 
to the basic per diem cost of ancillary services a percentage represent-
ing the ratio of such expenses to the tot~l expenses of the hospital. In 
the case of a hospital which takes depreciation based on asset costs, 
capitalization of any item has a double effect upon this percentage. On 
the one hand, it increases the amount of depreciation which may properly 
be taken by increasing the total of the hospital t s fixed as.sets. On the · 
other hand, it decreases the total expenses of .the hospital. Since the 
~ercentage to be added to the basic per diem ancillary cost Will be de-
termined by dividing the increased amol:lilt of depreciation and other ex-
penses previously mentioned by the decreased amount of total expenses, 
the percentage will now be higher on both counts. Hence, the more such 
assets are capitalized, the higher the reimbursement. For that matter, 
the hospital with a large percentage of Blue Cross days and a negligible 
number of welfare days ·~ a not uncommon situation - would actually bene~ 
fit by resolving all doubtful cases in favor of asset treatment rather 
than expense treatment. 
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TrUly, as any one familiar with the perennial tendency of busi-
ness organizations to justify charging as much to repairs and as little 
to capital as possible 1 will realize, we are here in never never land. 
Perhaps Blue Cross in Massachusetts has unwittingly stumbled on the solu-
tion to the proper treatment of capital items by tax conscious business 
entities. The owner of the proprietary hospital, which is of course sub-
ject to income taxes, is faced with a rather pleasant choice in the treat~ 
ment of borderline items. He can elect to treat them as expenses, and 
get an immediate tax benefit. Or he can elect to treat them as fixed as-
sets, realize the same tax benefit over a period of years, and enjoy an 
increased Blue Cross reimbursement during the same period. 
The above discussion does not apply to amounts which would fall 
under the category of ancillary services, since the reduction in reim-
bursement resulting from the capitalization of an item originally charged 
to an ancillary department would be greater than the increase resulting 
from the larger depreciation allowance. In such a case the effect is the 
same as in the more usual capital versus expense situation so familiar in 
business accounting. 
The above discussion likewise does not apply to hospitals which 
compute their depreciation as a percentage of operating expenses, since 
in these hospitals the percentage allowed for depreciation remains con-
stant. The only effect of a decision to capitalize or not to capitalize 
an item pertaining to routine services would be on the overall expenses 
and on the welfare reimbursement. 
The temptations to distortion so far discussed have lain in the 
area of hospital bookkeeping and cost allocation. Another concerns 
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hospital charges to patients. Here the effect of Blue Cross reimburse~ 
ment is felt not only by the hospital but by the patient, whether or not 
he carries Blue Cross. 
In the first place, it may be well to review the effects of 
the policy of dual reimbursement now in operatic~ upon hospital econo~ 
mics. This policy results in the hospital receiving the actual amount 
of its charge for routine service, whereas fo~ ancillary services it is 
obligated by contract to accept a per diem reimbursement based upon its 
ancillary costs per patient day,' regardless o.f how much or how little an-
cillary service was received by the patient. The difference between the 
hospital's regular charge and the amount accepted under this formula for 
ancillary service will be written off as a debit or credit to an account 
called Contractual Allow~ces and Adjustments~ 
Under this method of payment, the effect of differences in room 
rates is directly felt by the hospital and the patient, while the effect 
of differences in charges for special services is not. This may be shown 
by a simple illustration. In the example below, two patients, both With 
$12.00 a day Blue Cross plans, are admitted to the same hospital at the 
same time. Both stay ten days, and have the same treatment ·with these 
exceptions~ patient A has an $18.00 a day room and patient B a $17.00 a 
day room; on the other hand, patient B has some additional laboratory 
, 
work performed, for which the charge is $10.00. The hospital's Blue 
Cross ancillary reimbursement rate is $7.50 per patient day. Although 
both patients' bills come to the same total amount, the table below shows 
the effect on both patient and hospi~al of the difference in the details 
of the bills under this type of contract. 
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TA.BLE VII 
METHOD OF PAYMENT OF TWO TEN-DAY HOSPITAL BILLS AND ITS EFFECT 
ON HOSPITAL AND PATIENT UNDER BLUE CROSS ANCILLARY CONTRACT 
Routine Services: 
Paid by Blue Cross 
Paid by·Patient 
Total Bill for Routine Services 
Ancillary Services: 
Paid by Blue Cross 
Written off by Hospital 
Total Bill for Ancillary Services 
Total Services: 
Paid by Blue Cross 
Paid by Patient 
Written off by Hospital 
Total Hospital Bill 
Patient A Patient B 
($18 room) ($17 room) 
$120.00 $120.00 
60.00 50.00 
$180.00 ~170.00 
$ 75.00 $ 75.00 
25.00 35.00 
$100.00 $110.00 
$195*00 $195 .. 00 
60.00 50.00 
25 .. 00 35.00 
$280.00 $280.00 
It will be seen that Blue Cross's share of the bill remains con-
stant at $19.50 per day; $12.00 of this is for routine service, and is 
determined by the subscriber's contract, while $7.50 is for special ser-
vices, and is determined by the contract with the hospital. Neither is 
related to the hospital's charges for the service rendered, except that 
if the charge for routine service was less than $12.00 a day (unlikely 
except in the case of a newborn infant remaining after- the mother's dis-
charge), the amount paid for routine service would be reduced to the 
amount charged. 
As far as patient and hospital are concerned, the picture is 
entirely different, however. Where the charge for routine service is 
higher, the difference is borne by the patient. Where it is the ancil-
lary charge which is higher, on the other hand, the patient does not have 
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to pay, and the hospital must charge the difference off as a deduction 
from gross income. 
In the light of the above situation, there can be no doubt that 
the temptation to solve a hospital's financial problems by raising the 
room rent is very strong. Rates for ancillary services must be kept suf~ 
ficiently high so that the overall charges for such service exceed the 
per diem costs produced by HCF 300, since Blue Cross reimbursement is 
pegged at the lower of costs or charges. Beyond this precautionary level, 
however, the hospital in need of more patient income is inevitably faced 
with the fact that any increase in_the rates charged for ancillary ser-
vices will in effect be null and void in the case of half the patients 
passing through its doorso If, on the other hand, it increases the daily 
room charge, it can collect - or try to collect - from every patient, in-
cluding Blue Cross patients, with the exception of welfare and workmen's 
compensation cases. 
A good example of the kind of change in billing policy that 
can mean money in the hospital's pocket is the so-called routine drug 
charge occasionally made by hospitals. This is a charge of a flat amount 
per day for the use of medications too inexpensive to be made the subject 
of individual charge tickets. Since the specific drugs issued and their 
cost cannot be identified, these are considered routine services by Blue 
Cross, and they are not reimbursed under the cost formula. Since, how-
ever, they are not a room and board charge, they cannot be collected from 
the Blue Cross patient under the terms of his contract. The result of 
this situation has been that in a number of cases the routine drug charge 
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has been abandoned. In a number of instances; abandonment has been ac-
companied by an increase in the room and board of a corresponding amount. 
This increase can, of course, be collected from the patient:, whether or 
not he has Blue Cross. 
Statistics are not available on the percentage of increase in 
charges for routine services as compared with charges for special ser-
vices during the years that MDPH 200 and HCF 300 have been in effect. It 
appears most unlikely, however, that hospitals have failed to avail them~ 
selves of this obvious escape valve in coping with their financial prob-
lems. 
Another facet of the same problem concerns the newborn infants 
whose mothers have been discharged. Since Blue Cross will pay for these 
babies on the same basis as for adult patients, there is a considerable 
incentive to establish for them a day rate comparable to that charged for 
pediatric cases, or at least a rate equal to that allowed by Blue Cross 
contracts, instead of simply charging a dollar or two more than for an 
ordinary newborn. When this is done - and it is not unknown - it can re .... 
sult in a considerable hardship for those patients who have to pay the 
bill themselves, and who find themselves confronted with an unexpectedly 
lengthened hospital stay for the baby at greatly increased daily rates. 
Increases in the day-rate tend to distribute the cost of hospi-
talization unfairly between patients when they are motivated by the gen-
eral needs of the hospital rather than by t~e increased costs of the par-
ticular services which go to make up the day~rate. Long stay patients, 
in particular, suffer under such a policy, partly because they pay the 
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increased rate for a longer period of time, and partly because they fre-
quently make less use of the hospital's special services than short stay 
patients. In recognition of this fact, a number of hospitals began, in 
the summer and fall of 1957, to make a special charge, called the Initial 
Service Charge, to all in-patients admitted to the hospital. The amount 
of this charge, usually ten or fifteen dollars, was intended to make the 
short-stay patients defray more of the rising costs of running the hospi-
tals, and to avoid increasing still further the room rents to be paid by 
all patients regardless of length of stay. 
The Initial Service Charge had been intended as a routine 
charge, collectible from the patient in the same manner as the room and 
board charge. The resulting outcry was tremendous. The effect on the 
one day and two day stays of such a charge was of course much more spec-
tacular than the steady drain on the long stay patient of an extra dol-
lar or fifty cents a day. Some quarters suggested that the new charge 
should be covered by the Blue Cross contract, which meant classifying it 
as an ancillary service. Since no additional cost was involved, this 
meant that the charge lvould be meaningless in so far as Blue Cross pa-
tients were concernedo Patients carrying other forms of insurance were 
outraged at the fact that the new charge l~s of course not covered by 
old contracts. Hearings were held, editorials were written, and hospi-
tals, by now the ultimate villains in the public eye, were eventually 
ordered by the Commissioner of Administration, under threat of revocation 
of Blue Cross contracts, to cancel the Initial Service Charge. The order 
was complied lvith in january of 1958. Compliance lvas accompanied in many 
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cases by a new increase in the day-rate; in some instances, the day~rate 
was set up on a flexible scale, with an increased charge for the first 
few days of the patient's stay. 
The situation in this regard is back to what it was before the 
attempt to introduce an initial charge was made. It is a far cry from 
the statement of the Commission on Financing Hospital Care! 
TIThe hospital's charges should be directly related to the 
cost of providing a service.n * 
Having now surveyed some of the problems raised by the experi-
ence of }~ssachusetts hospitals with reimbursement on the basis of cost 
of service, it is time to seek some avenues whereby these problems may 
be, if not solved, at least rendered easier to live with. 
* 1, p. 306 
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CHAPTER . XII 
CONCLUSIONS 
. ' 
Recommendations Within the Framework of Reimbursable Cost 
The preceding chapters have dwelt at some length on the short-
comings in the successive methods of cost reporting in Massachusetts. 
One should not draw the inference that they have not been the products 
of considerable study of both the problems involved and the methods used 
to solve them in other parts .of the country* The MDPH 200 follows in 
broad outline the same step-down method which is favored by the American 
Hospital Association in its Publication M30-57, Cost Finding for Hospi...;. 
~. At the presen~ time it is felt in a number of influential quar-
ters that the HCF 300 should be discarded in favor of the method out .... 
lined in this handbook. The HCF 3·oo, on the other hand, is an attempt 
to solve the same problems by means of a formula which will be workable 
for hospitals not in ~ position to use Method #2 with any degree of accu~ 
racy. It is comparatively easy to find weaknesses in.the forms; it has, 
in fact, bec~me almost a form of sport; it is less easy to find a solution 
satisfactory to the various par~ies at interest. 
It is certain that any fundamental solution will have to be 
the result of co-operative effort between the hospitals, the state author-
ities,.and the representatives of Blue Cross. Certain general conclusions 
can, however, be drawn {rom the preceding discussion. 
The first general conclusion concerns the dual reimbursement 
system which is now a part of the large majority of Blue Cross contracts. 
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The faults of this method of reimbursement have been reviewed in some 
detail. They are summarized below. 
The compulsory segregation of routine and ancillary costs is 
of course directly attributable to the dual reimbursement. From this 
segregation arise such thorny problems as the costing of drugs and medi~ 
cal supplies sold to patients, the need to assign overhead :to·:rev:enue 
producing departments (whether by the step-down method, by adding a per~ 
centage to direct expenses, or by using still another method1 the tempt-
.. 
ation to be over-generous in assigning costs:to ancillary departments, 
and the tendency to increase routine charges;more rapidly than ancillary 
charges. 
The substitution of a comprehensive rate based upon overall 
per diem costs would enable the form of report required for purposes of 
Blue Cross reimbursement to be greatly simplified, since it would only 
require the allocation of costs to the three'major cost centers of in-
patient service, out-patient service, and newborn infant service. 
A comprehensive rate is already in· effect under some Blue Cross 
contracts, usually those involving the larger groups. These are defi-
nitely in the minority, however. Furthermore, so long as any appreciable 
number of contracts are still based on ancillary service benefits, the 
weaknesses inherent in this form of reimbursement will continue to exist 
and to be reflected in the format of the reports. 
Dual reimbursement is a form of coinsurance, and was so con-
ceived in Massachusetts from the very beginning: 
• 
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trit is the op1n1on of the Committee that a complete ser-
vice contract, while highly desirable, is by its very nature 
subject to abuse and, therefore, must accept the policy that 
the principle of co-insurance be included in Blue Cross con-
tracts. EXceptions to this may be made to meet the require-
merits of selected groups who are willing to pay the full 
costs of complete service contracts.n * 
The Commission on Financing of Hospital Care, however, in its 
comprehensive survey of the field, felt otherWise. The Commission con-
eluded that both coinsurance and deductibles were ineffective irLpre-
venting abuses, since any amount large enough to be a deterrent would 
work many hardships on those least able to pay the cost of hospitaliza~: 
tioh.** 
It may be added that even the principle of coinsurance is not 
incompatible with a comprehensive rate. It would be possible for the pa~ 
tient's daily payment to be deducted from the amount of the comprehensive 
rate to arrive at the amount to be paid by Blue Cross. ·Patients wishing 
better accomodations than those contracted for would continue to pay an 
additional amount for the extra service, this payment to be retained by 
the hospital. 
A second general conclusion concerns the treatment of infants 
remaining after the discharge of the mother. The present system requires 
their segregation into what amounts to an entirely separate category, in 
order to weight average per diem costs of all in.;...patients by the lower 
costs incurred for these babies~ This proc~dure, which is intended to 
bring costs into line with the provisions of a Blue Cross contract which 
* 13, p. 2 
** l, p. 246 
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treats these infants as eligible for regular family benefits, stands 
logic on its head. A great deal of detail work is here required, and 
the end result is a lower reimbursement for each adult patient day. 
A far more direct and simple method of achieving the same re~ 
sult would be to follow the A~H.A .. recommendations concerning classifi-
cation, which require treating all occupants of the newborn infant nur-
sery as what they are, namely, newborn infants.. Payment for infants el-
igible for Blue Cross benefits could then be made at a special rate re~ 
fleeting the per diem costs of the nursery. The reduced amount received 
by hospitals on account of these infants would be balanced by the larger 
amounts received on account of adult patients. It should be noted that 
in most hospitals the cost of care for the infant remaining after the 
mother's discharge is much closer to that of the normal infant than to 
that of the adult patient; th~ majority of these babies seed nothing more 
than time to grow .. 
A third conclusion concerns the method of reporting. It should 
now be clear that a considerable gap exists between the amounts and qual-
ity of information available to the administrations of the various hospi-
tals. Some were well-satisfied with the complexities of MDPH 200, and 
frankly regret its passing. Others found it too difficult to prepare, 
and feel that HCF 300 is still too complex. It seems unlikely that any 
form lvill be devised in the near future which will satisfy both the advo-
cates of simplification and the partisans of more detailed information~ 
So long as the forms used for reporting costs represent a compromise be-
tween these points of view, just so long will they satisfy neither, and 
remain the butt of criticism from all sides. 
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The anslofer to this problem may well lie in the use of a dual 
form of reporting. This would involve a simplified basic form providing 
the minimum of essential information, to be used by the majority of hos-
pitals, and a more complex optional form, based perhaps on Cost Finding 
for Hospitals, for use by those hospitals desirous of going through with 
a complete cost analysis. Hospitals using the latter would be entitled 
to a reimbursement at least as great as that resulting from use of the 
basic form; this would tend to encourage wider efforts on the part of all 
hospitals to accumulate the data needed for preparing the more complex 
analysis. 
The simplified form might, for example, be set up along the 
following general lines: 
1) Use of general ledger direct expenses in accordance with 
the A.H.A. handbook. The adoption of the uniform chart of accounts 
should be a minimum requirement for hospitals. 
2) Retention of the journal entries concerned with recovery 
of expense and with the segregation of nursery expense, neither of which 
are especially difficult to deal with. 
3) Less stringent requirements for the use of depreciation 
based on cost. Many hospitals which do not have a plant ledger can still 
build up thetr fixed asset acquisitions by years, if only from an examina-
tion of their annual reports. A reasonable allowance for depreciation 
could be determined using this information and an average estimated life 
for equipment, another for buildings, and so on. 
4) Segregation of ancillary costs of newborn and ambulatory 
patients on the basis of statistics where available, and by use of a 
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formula in other cases, with the formula calculated to produce a cost 
for these patients slightly in excess o£ the experience of hospitals 
that can furnish the information more exactly~ Again, this would en-
courage hospitals to get the information in order to increase their in-
patient reimbursement. (A formula for cost per out-patient visit was 
similarly used in Joint Hospital Form 1.) 
The approach outlined above runs cotrnter to the widely held 
view that the concept of reimbursable cost should serve as a lever with 
which to pry hospitals away from unbusinesslike methods of keeping their 
records. This view holds that if proper cost' analysis is required by 
Blue Cross and other third party agencies such as welfare departments, 
hospitals. will in effect be. compelled to make the necessary changes in 
their accounting and record keeping methods. 
It must be said, in the first place, that the objective of im-
proving hospital business procedures is an excellent one, and essential 
to the efficient operation of the hospitals as connnunity agencies. It 
must also be said that a certain degree of progress in this direction 
has been made under the compelling influence of the successive reporting 
requirements. It is, however, possible to overestimate this progress, 
and it is regrettably true that after three years of MDPH 200 and four 
years of HCF 300 there are still hospitals which do not keep their pa-
tient income by accomodations; hospitals which have difficulty in arriv-
ing at reliable statistics concerning that most elementary component of 
per diem cost, the number of patient days; and hospitals which record 
income from welfare patients at the net amount received from the welfare 
department, thereby placing an automatic ceiling on £uture reimburse-
ments equal to the amount they are now receiVing. Nor do the above 
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examples exhaust the field of instances in which the reports have seem~ 
ingly had little or no effect in improving hospital records. 
Strong remedies have a way of producing strong and undesirable 
side effects in many cases, and the use of compulsory cost reports as a 
method of encouraging more exact accounting procedures has definitely 
had one regrettable result. This has been the growth of a tendency to 
regard cost accounting and cost analysis in general as a concoction of 
some hostile force (variously identified as Blue Cross, the Division of 
Hospital Costs and Finances, the Massachusetts Hospital Association, or 
the hospital's own public accountants). First impressions are often 
lasting impressions, and an intnoduction to the subject of cost finding. 
by way of a compulsory exercise in Method #2 is not calculated to make 
cost finding any one's favorite subject. Having once put together a re~ 
port as best it could, more than one hospital management will put the 
exasperating document away without any attempt to use the figures it has 
worked so hard to put together; when the report is audited and the reim-
bursement reduced, as it may well be, for lack of substantiating infor-
mation, the villainy of the whole process is clearly established in the 
recalcitrant hospital administration's mind. 
The fact is that example and persuasion are in the long run 
better educators than stringent regulations, that the carrot is more ef= 
fective than the club. In the matter of improving hospital record keep-
ing procedures, the educational functions performed so well in the past 
by state and hat~6~a1-hospital associations cannot except in the most 
limited sense be entrusted to the reporting requirements of reimbursement 
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agencies~ The line of demarcation between cost analysis as a tool of 
hospital management and the concept of reimbursable cost has already 
been discussed ·(above, pp. 37-38). The best interest of all will be 
served by making this distinction abundantly clear, not by seeking to 
make the reimbursement form the central feature of all hospital cost 
worko In this way, hospital management can proceed to the study of op-
erating costs and their use in improving hospital efficiency without the 
specter of reimbursement serving as a constant distraction. This re-
quires the devotion of a minimum of time to the compilation o.f the reim-
bursement form as such. The use of a simplified form, calling for an 
achievable minimum of information, coupled with intensified educational 
campaigns by the hospital associations on the value of cost information, 
seems most likely to result in the desired progresso Encouragement of 
more detailed record keeping in the form of potentially higher reim-
bursement available through the use of an optional, more complex, form 
should also help in this regard, in addition to giving the program 
greater flexibility. 
A brief glance at Table V on page 97, above, will show that 
the choice of form is a far less vital matter when the reimbursement is 
based on overall costs than when it is based on ancillary costs alone. 
The difference between the Hidden Valley Hos~ital's total in-patient; 
costs for the year 1954-55 as shown on Forms HCF 300 and MDPH 200 for 
that year is less than half the difference ~ ancillary costs, and less 
than a third of the difference in routine costso In the case of the 
Group I hospital, the difference in total services is about 60% of the 
change in ancillary services and 40% of that in routine serviceso The 
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figures for Dr. Hayts Hypothetical Hospital are still more striking. 
The range of variation between highest and lowest per diem cost under 
the four methods used is $l.08,for ancillary services, $1.02 for rou-
tine services, and a mere 18¢ for total in-patient services. Expressed 
as approximate percentages of the average costs concerned, these varia• 
tions are 12% for ancillary service, 6!% fmr routine service, and three 
quarters of a per cent for total in-patient service. It is also worth 
noting that the complex Method #2 and the much simpler Method #1 produce 
identical overall costs of $24.50 per patient day - almost exactly the 
mid-point of the four total costs shown. 
It may be suggested, on the basis of the preceding discussion, 
that the use of a simplified form ought not to produce substantially 
different reimbursable costs than the more complex methods, so long as 
reimbursements are based on comprehensive costs and not on partial costs. 
Future Perspectives 
The above general conclusions are in the nature of approaches 
to the more pressing problems of reporting costs as these problems have 
presented themselves in practice during the past several years. The sug-
gestions made presuppose the continuation of a system of payment to hos-
pitals based on the concept of reimbursable costs. 
The matter ought not, however, to be allowed to rest there. 
The separation of the concept of reimbursable cost from the general ideas 
of hospital cost-finding should make possible an approach to the use of 
cost information less influenced by the heat generated by the problem of 
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third party paymentso Cost analysis, whether under Method #1, #2, or #3, 
is by no means the only use that can be made of accounting and statisti-
cal information concerning the operation of a hospital. Information con~ 
cerning the direct expenses of a hospital department, as shown by the 
general ledger, may when expressed in terms of an appropriate unit of 
service be of as much value to management as a cost figure which includes 
amounts apportioned from other departments. This is particularly true 
in the case of any problem dealing with departmental efficiency. The 
reader desirous of studying the, applicability to hospital accounting of 
special forms of cost study, including analysis of fixed and variable de-
partmental costs, the contribution of a given special service department 
to overhead, and obtaining "~Jither the total or the marginal cost of run-
ning a specific department, is referred to the American Hospital Associ-
ation's Cost Finding for Hospitals or to Dr. Leon Hay's recent book.* 
It is the use of cost analysis techniques in such specific management 
problems as these which is most likely to convince individual institu-
tions of the value of such endeavors. This is especially true because 
such cost studies tend to suffer less from the basic weakness of the over-
all cost analysis methods; a weakness w·ell stated by Dr. Hay: 
ttQne significant limitation on the usefulness of cost 
analysis is brought out ••• in the comparison of the results 
of the three methods of cost analysis illustrated: any com-
~uted 'cost' is subject to challenge because it is the result 
of the application of a set of assumptions concerning the al-
location of indirect costs." ** 
* 3, Chapter V 
** 3, P• 51, Italics his 
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Every statistical base used for apportioning departmental 
costs in the forms discussed previously is of course such an assumption. 
The greater the number of statistical apportionments, the greater the 
number of assumptions which have to be made. On the other hand, when a 
single assumption such as that used in allocating overhead on HCF 300 
replaces the numerous less ambitious assumptions of MDPH 200, its ade-
quacy is· even more open to challenge, as has been seen. 
It is to be hoped that better and more widespread use of cost 
information may eventually lead, by a kind of paradox, to a situation in 
which it will be possible for Blue Cross and government agencies to reim-
burse hospitals on the basis of their charges to patients, less a discount 
reflecting the savings due to lack of collection and bad debt expenses in 
connection with these accounts. This reversal of the present reimburse-
ment trend may .be expected when costing techniques have reached the point 
at l'lhich it will be possible to charge each patient lrith an amount based 
upon the cost of service, plus an allowance for cost of administration. 
The concept of reimbursement at cost is not, after all, based 
upon any special rights of reimbursing agencies. Rather, it is based upon 
the fact that the voluntary hospitals are agencies dedicated not to profit, 
but to community service. The interest of the community is of course best 
served when charges to patients reflect, as nearly as possible, the cost 
of providing the services. 
Wha~ reimbursement based upon cost of service does is to guar-
antee that the community as a 'tvhole, through its welfare agencies, and 
that po~tion of the community made up o.f Blue Cross members, through their 
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subscri~tion contracts, will not, on the average, have to pay more than 
cost. This guarantee does not solve the problem in so far as the rest 
of the community, those not covered by Blue Cross, are concerned. In 
fact, the tendency is rather to deflect any inequities in the hospital's 
income structure into the charges to non-Blue Cross, non-welfare patients. 
The limitation implicit in reimbursement at the lolrer of costs 
or charges tends to prevent Blue Cross from paying cost while the general 
patient is charged less than cost. There is no protection for the gen-
eral public, however, against the possibility that charges may be in~ 
creased due to some inadequacy in Blue Cross reimbursement. This has.been 
well expressed more than once: 
"Third party ~ayments for service tend to limit a volun-
tary hospital's immediate control over its income. A service 
contract arrangement is not easily upset.. If the payments are 
inadequate by any standard, the hospital must wait several 
months and possibly longer before the contract can be adjusted. 
A hospital's opportunity to collect additional income is 1~ 
ited to those portions of the bill not covered by the contract, 
or to assessing higher charges against non~insured patients." * 
'~ere hospitals are called upon to render large amounts 
of care to charity patients, and where they receive no remuner-
ation for this care from government or from community agencies, 
or where the remuneration provided is less than the cost of fur-
nishing the care, then obviously hospitals, in order to finance 
this free care, must charge paying patients more than the cost 
of the service provided them." ** 
Massachusetts hospitals do receive remuneration from welfare 
departments for the cost of such.care, based upon HCF 300 -although such 
reimbursements are subject to a ceiling for each class of hospital. How-
ever, the caveat implicit in the above paragraph still applies. Without 
* 21, P• 50 
** 37, P• 52 
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delving into all the factors that might result in inadequate reimburse-
ment. in a particular case, it is enough to take the simple example of 
the hospital which has·;simply computed its costs too low, or has had its 
per diem rate cut for lack of substantiating information. It may be said 
that this is the hospital's fault, and that it should exercise greater 
care. This is small comfort to the non-insured patients in that community 
if the hospital finds it necessary or advisable to make up the lost in~ 
come by raising its rates. If it chooses to raise the room rates, it will 
also prove small comfort to the Blue Cross subscribers. 
In the light of the difficulties experienced by hospitals in 
applying cost analysis to the various elements of service, the day when 
it will be possible to charge for each individual service on the basis 
of cost seems far removed. It should also be noted that costs are con-
tinually changing, and at different rates in different departments. 
It is for this reason that some hospitals have experimented 
with all-inclusive rates of one kind or another. Such a system, consist-
ing of a basic per diem rate for each accomodation, a special charge for 
initial diagnostic work, and another special charge for surgical patients· 
to cover use of surgical procedures, is described in a recent article by 
the former controller of Maimonides Hospital in Brooklyn, New York.* 
Such methods of billing the public present their own problems; and they 
require careful study of the overall hospital cost picture; but they are 
not dependent on the method of allocating laundry expense to the labora-
tory. It is to be hoped that these experiments will in time lead to a 
form of hospital bill which will be acceptable to both paying patients 
* 29 
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and reimbursement agencies. Needless to say, Massachusetts hospitals 
will have to let other areas do the pioneering in this respect, since 
this kind of charge obliterates the distinction between routine and an~ 
cillary service entirely. 
Need for Public Understanding of the Problem 
One final consideration remains to be examined, and that is 
the question of adequate public information on the general subject of 
hospital reimbursement by Blue Cross. The fact that Blue Cross pays a 
flat per diem rate is not a secret, since it is discussed in trade pub-
lications and in numerous· technical books. There appears, however to 
be a general avoidance of public discussion of the subject. Here, for 
instance, is how Blue Cross explains its function in a pamphlet placed 
in hospital lobbies: 
"Blue Cross was founded on the 'service benefit' prin-
ciple.- that is, your Massachusetts Blue Cross makes direct 
payments to the hospitals for the cost of care provided to 
members. The emphasis is on the services the patient needs 
rather than on the dollars paid.rr * 
The above statement is perfectly true, and in no way implies 
that Blue Cross pays actual charges to patients. Yet it is so phrased 
as to leave the reader unaware of any basic difference between what the 
hospital 1vill receive frbm Blue Cross and what it will receive from a 
patient paying his own bill. Nevertheless, this statement is probably 
one of the most forthright to be found on the subject outside of tecbni~ 
cal publications. 
* 16, p. 14 
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More typical is the following statement: 
"Hospital benefits ... include full payment of expensive 
extras such as drugs, dressings, laboratory fees and use of 
operating room in addition to generous room and board allow-
ances." * 
Lack of public understanding of the relation between Blue 
Cross and hospitals tends to create misconceptions as to the cause of 
rising hospital costs and ~ising cost of prepayment. The view that the 
hospitals, or Blue Cross, or both, are overcharging the public, becomes 
prevalent. The relationship between increased quality of service and 
increased cost to the subscriber is obscured. 
The problems of rising costs and of adequate reimb~sement 
for hospitals concern the public far too directly to permit the exis-
tence of any substantial degree of ignorance concerning the subject to 
be tolerated. In the words of one authority: 
"A prope~ly safeguarded cost method appears to be equita-
ble for plan and hospital as well as subscriber. Because sub-
~~Piberts cost of prepayment is largely determined by hospital 
costs, these costs should be the basis for understanding of 
prepaid service plan costs. Subscriber understanding of pre-
payment costs is an important factor in gaining support - the 
underlying basis for prepayment growth and hospital financial 
stability." ** 
The preceding chapters have sought to give the reader a gen-
eral picture of the effect of thirdMparty reimbursement methods on hos-
pital accounting in Massachusetts, and to highlight some of the prob-
· lems that have arisen. The surface of the subject has barely been 
* 36, P• 18 
** 24, P• 100 
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scratched, however; some aspects of the problem have necessarily been 
slighted, others omitted. 
It is hoped that the foregoing chapters may in some measure 
contribute to the discussion of the problems of hospital reimbursement. 
If they help in any degree to achieve a separation of the concept of 
reimbursable cost from the general uses of cost accounting, or to en-
courage the simplification of hospital cost reports, they will have 
more than served their purpose. 
.-. 
Appendix 1 
Outline of the Uniform Classification 
of Accounts for Hospitals 
General Fund Expense Accounts. 
Excerpted from 
Handbook on Accounting, Statistics and Business 
Office Procedures for Hospitals, Section I: 
Uniform Hospital Statistics and Classifi-
cation of Accounts, ChicagoJ 1950, 
American Hospital Association. 
(Publication No. Mlo~so) 
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610-l 
610-2 
610-3 
620~1 
620-2 
.. ·. -~ ~ .... 
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Group 6 - General Fund Expense Accounts 
61 - Administration and General 
Salaries and Wages 
Supplies and Expense (Excluding Insurance and Bonding) 
Printing, Stationery, Postage and Office Supplies 
Telephone, Telegraph and Other Communication Services 
Membership Dues 
Accounting and Auditing Fees 
Collection Fees 
Miscellaneous Supplies and Expense 
Insurance and Bonding 
Salaries and Wages 
Supplies and Expense 
Food 
62 - Dietary 
Dishes, Glassware, Silverware and Paper Napery 
Miscellaneous Supplies and Expense 
63 - Household and Property 
631 Housekeeping Department 
631-l Salaries and Wages 
631-2 Supplies and Expense 
632 Laundry Department 
632-l , Salaries and Wages 
632~2 Supplies and Expense 
633 Linen Service 
633-l Salaries and Wages 
633-2 Supplies and Expense (Linen, Bedding, Etco) 
634 Maintenance of Personnel 
634-l Salaries and Wages 
634-2 Supplies and Expense 
635 Operation of Plant 
635-l Salaries and Wages 
Salaries and Wages ~ Engineers, Firemen, Etc. 
Salaries and Wages - Elevator Operators and 
Watchmen 
635-2 Supplies and Expense 
Fuel-
Purchased Services . 
Repairs of.Equip~ent (Outside Concerns) 
Miscellaneous Supplies and Expense 
·.-, ... 
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636 Motor Service 
636-1 Salaries and lvages 
636-2 Supplies and Expense 
Gasoline and Oil 
Miscellaneous Supplies and Expense 
637 Repairs and Maintenance of Buildings, Equipment and Grounds 
637-1 Salaries and Wages - Carpenters, Electricians, 
637-2 
Plumbers, Etc. 
Supplies and Expense 
Buildings and General Equipment Supplies and Parts 
Grounds and Garden Supplies and Expense 
Buildings and General Equipment Repairs (Outside 
Concerns) 
64,65,66 - Professional Care of Patients 
641 Nursing Service 
641-1 Salaries and-Wages 
Salaries and Wages - Administration 
Salaries and Wages - Supervisors and Head Nurses 
Salaries and Wages - Staff Nurses 
Salaries and Wages - Practical Nurses, Attendants, 
Orderlies, Etc. 
641-2 Supplies and Expense 
Uniforms 
Miscellaneous Supplies and Expense 
642 Nursing Education 
642-1 Salaries, Wages and Fees 
Salaries and Wages - Administration 
Salaries and Wages - Instructors 
Salaries and Wages - Others 
Allowances to Student Nurses 
642-2 Supplies and Expense 
Uniforms and Textbooks 
Miscellaneous Supplies and Expense 
643 Medical and Surgical Service 
643-1 Salaries and Wages 
Salaries - Physicians 
Salaries and Wages - Others 
643-2 Supplies and Expense 
644 Pharmacy Department 
544 .... 1 Salaries and l'lages 
644-2 Supplies.and Expense 
· Drugs and Pharmaceuticals 
Purchased Services 
Miscellaneous Supplies and Expense 
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645 Medical Records and Library 
645-1 Salaries and Wages 
645-2 Supplies and Expense 
Medical Record Forms, Supplies and Expense 
Medical Library Books, Supplies and Expense 
646 Social Service Department 
646-1 Salaries and Wages 
646-2 Supplies and Expense 
647 Operating Rooms 
Services to Patients 
Miscellaneous Supplies and Expense 
647-1 Salaries and Wages 
Salaries and Wages - Nurses 
Salaries and Wages - Others 
647-2 Supplies and Expense 
648 Delivery Rooms 
648-1 Salaries and Wages 
Salaries and Wages - Nurses 
Salaries and Wages - Others 
648-2 Supplies and Expense 
649 Department of Anesthesiology 
649-1 Salaries and Wages 
Salaries ~ Physicians 
Salaries and Wages - Others 
649-2 Supplies and Expense 
651 Department of Radiology 
651-1 Salaries and Wages 
Salaries - Physicians 
Salaries and Wages - Others 
651-2 Supplies and Expense 
Films 
Miscellaneous Supplies and Expense 
652 Laboratory Department 
652-1 Salaries and Wages 
Salaries - Physicians 
Salaries and Wages - Others 
652-2 Supplies and Expense 
653 Basal Metabolism 
653-1 ~alaries and Wages 
653-2 Supplies and Expense 
654 Electrocardiology 
654~1 Salaries and Wages 
654-2 Supplies and Expense 
655 Physical Therapy Department 
655-1 Salaries and Wages 
655-2 Supplies and Expense 
656 Ambulance Service 
656-1 Salaries and Wages 
656-2 Supplies and Expense 
Gasoline and Oil 
Purchased Services 
. Miscellaneous Supplies and Expense 
67 - Out~Patient and Emergency 
671 Out-Patient Department (for Clinic Patients) 
671-1 Salaries and Wages 
671-2 Supplies and Expense . 
Hedical and Surgical Supplies 
Drugs and Pharmaceuticals 
Miscellaneous Supplies and Expense 
672 Emergency Department 
672-1 Salaries and Wages 
67~-2 Supplies and Expense 
68 - Other Expenses 
681 Provision for Depreciation 
682 Interest Expense 
683 Rentals of Hospital Land and Buildings 
684 Real Estate and Other Property Taxes 
685 Legal Fees and Expenses 
686 Fund Raising Expenses 
~uscellaneous Expenses 
·., 
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Appendix 2 
Sample Copy of 
Hospital Statement of Reimbursable Cost 
(Form MDPH 100) 
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HOSPITAL STATEMENT OF REIMBURSABLE COST 
~~~AD INSTRUCTIONS BEFORE FILLING IN ~ORM) 
DATE ______________________ __ 
NAME--------------------------------------------------------------------------------------------
ADDRESS----------------------------------------~---------------------------------------------------
PERIOD COVERED BY STATEMENT: 
FISCAL YEAR ENDING;---------------------------------------~----~---------------------
(EACH HOSPITAL HEREAFTER WILL SUBMIT THIS STATEMENT ·OF REIMBURSABLE COST ON OR 
BEFORE MARCH 31 Ci"F EACH YEAR l 
A. TYPE OF HOSPITAL 
1. TYPE OF CONTROL (CHECK ONE ONLY): 2. TYPE OF SERVICE (CHECK ONE ONLY)~ 
GOVERNMENT 
( ) STATE 
COUNTY 
CITY 
CITY-COUNTY 
NON-PROFIT ORGANIZATION 
( ) CHURCH RELATED • CATHOLIC 
CHURCH RELATED - OTHER 
NON-PROFIT ASSOCIATIONS 
PROPRIETARY 
( ) INDIVIDUAL OR PARTNERSHIP 
( ) CORPORATION 
B. IN-PATIENT STATISTICS 
1. BED COMPLEMENT AT BEGINNING OF PERIOD COVERED BY STATEMENT 
2. B£D COMPLEMENT AT END OF PERIOD COVERED BY STATEMENT 
3. MAXIMUM PATIENT DAYS FOR PERIOD COVERED BY STATEMENT 
4. NUMBER OF IN-PATIENT DAYS 
ADULTS .AND CHILDREN: 
PRIVATE 
SEMI-PRIVATE 
WARD-PRIVATE 
WARD-SERVICE 
TOTAL (ADULTS AND CHILDREN) IN-PATIENT Di\YS 
MATERNITY IN-PATIENT DAYS 
ALL OTHER (ADULTS AND CHILDREN) IN-PATiENT DAYS 
TOTAL (ADULTS AND CHILDREN) IN-PATIENT DAYS 
NEWBORN I'NFANT PATIENT DAYS 
5. PERCENTAGE OF OCCUPANCY 
6. MATERNITY DISCHARGES (INCLUDING DEATHS) 
ALL OTHER (ADULTS AND CHILDREN) DISCHARGES 
TOTAL (ADULTS AND CHILDREN) DISCHARGES (INCLUDING DEATHS) 
7. AVERAGE LENGTH OF STAY: 
MATERNITY PATIENTS 
ALL OTHER (ADULTS AND CHILDREN) PATIENTS 
C. OUT-PATIENT STATISTICS 
1. CLINIC PATIENT VISITS 
2. EMERGENCY PATIENT VISITS 
3. PRIVATE CLINIC PATIENT VISITS 
4. PRIVATE REFERRED PATIENT VISITS 
TOTAL OUT-PATIENT VISITS DURING PERIOD COVERED BY STATEMENT 
INSTRUCTIONS 
1. STATEMENTS ARE REQUIRED FOR A HOSPITAL'S MOST RECENT FISCAL YEAR •. 
A. GENERA-L 
B. SPECIAL 
( ) MATERNITY 
CHILDREN'S 
ORTHOPEDIC 
ISOLATION 
CONVALESCENT AND REST 
NERVOUS AND MENTAL 
TUBERCULOSIS 
OTHER (SPEC! FY): 
2. DETAILED INSTRUCTIONS REGARDING THE EXPENSES TO BE INCLUDED IN EACH ACCOUNT AND THE STATISTICAL DEFINITIONS USED 
IN THE REPORT ARE GIVEN IN THE 'HANDBOOK ON ACCOUNTING, STATISTICS, AND BUSINESS OFFICE PROCEDURES FOR HOSPITALS' 
(PUBLICATION MI0-50, AMERICAN HOSPITAL ASSOCIATION). 
3. HO.PITALS AS THE TERM IS USED IN THIS STAYEMENT MEANS ALL HOSPITALS LICENSED BY THE MASSACHUSETTS DEPARTMENT OF 
PUBLta HEALTH. 
4. MAXIMUM PATIENT DAYS IS THE SUM OF THE NUMBER OF BEDS AVAILABLE EACH DAY FOR THE PERIOD COVERED BY THE STATEMENT. 
5. PATIENT DAY IS THAT PERIOD OF SERVICE RENDERED AN IN-PATIENT BETWEEN THE CENSUS TAKING HOURS ON TWO SUCCESSIVE 
DAYS, THE DAY OF DISCHARGE BEING COUNTED ONLY WHEN THE PATIENT WAS ADMITTED THAT SAME DAY. . 
6. NEWBORN INFANT PATIENT DAYS TO BE EXCLUDED FROM THE COUNT OF TOTAL IN-PATIENT DAYS ARE ONLY THOSE DAYS WHEN AN 
INFANT OCCUPIES A BASSINET IN THE ~EWBORN INFANT NURSERY. THUS, THE COUNT OF DAYS FOR A PREMATURELY BORN INFANT 
REMAINING IN .THE HOSPITAL AFTER THE MOTHER IS DISCHARGED, OR FOR AN INFANT DELIVERED IN THE HOME AND LATER AD• 
MITTED TO THE HOSPITAI..,OR FOR AN INFANT ADMITTED OR TRANSFERRED OUT OF THE NURSERY FOR AN ILLNESS, IS INCLUDED 
IN THE TOTAL .IN-PATIENT DAYS REPORTED. 
L s E G R E G A T I 0 N ADJUSTMENTS TOTAL FOR SERVICES TO OUT PATIENTS ! L I IN PATIENT FOR SERVICES I 
N AND TO IN-PATIENTS CLASSIFICATION OF EXPENSES DIRECT DR CR NET DEPRECIATION OUT PATIENT NURSERY (EXCL N E,W BORN PRIVATE PRIVATE N 
E ( 1 ) EXPENSES (ADDITIONS) (DEDUCTIONS) EXPENSES ALLOWANCES EXPENSES EXPENSES INFANTS) TOTAL CLINIC EMERGENCY CLINIC REFERRED E ( 2) ( 3) (4) ( 5) ( 6) (7) (8) (9) ( 10) (I 1) ( 12) ( 13) (, 14) 
1 OPERATING EXPENSES. 1 
? ADMIN I STRATI ON 
. . 
' 2 
_3_ DIETARY 3 
4 HOUSEKEEPING DEPARTMENT 4 
5 LAUNDRY DEPARTMENT 5 
6 LINEN SERVICE 6 
7 MAINTENANCE OF PERSONNEL 7 
8 OPERATION OF PLANT 8 
9 MOTOR SERVICE (EXCL. AMBULANCE) --- 9 
10 REPAIRS & MAINTENANCE OF BLDGS.,EQU I P.& GROUNDS 10 
11 NURSING SERVICE 11 
12 NURSING EDUCATION 1? 
13 MEDICAL AND SURGICAL SERVICE 1~ 
14 eHARMACY DEPARTMENT 14 
15 MEDICAL RECORDS AND LIBRARY ... 15 
16 SOCIAL SERVICE DEPARTMENT 16 
17 OPERATING ROOMS 17 
18 DELIVERY ROOMS ~~ 
19 ANESTHESIOLOGY DEPARTMENT 19 
20 RADIOLOGY DEPARTMENT 20 
21 LABORATORY DEPARTMENT 21 
22 BASAL METABOLISM 22 
23 ELECTROCARDIOLOGY 23 
24 PHYSICAL THERAPY DEPARTMENT 24 
25 AMBULANCE SERVICE 25 
26 OTHER SERVICES (SPECIFY) 26 
27 CLINIC XXX XXX XXX 27 
28 EMERGENCY XXX -. XXX XXX 28 
29 PRIVATE CLINIC XXX XXX XXX 29 
30 PRIVATE REFERRED XXX XXX XXX 30 31 TOTAL DEPARTMENTAL EXPENSES 31 
32 OTHER EXPENSES. XXX 32 
33 PROV FOR DEPRECIATION BUILDINGS XXX 33 
34 PROV. FOR DEPRECIATION FIXED EQUIP XXX 34 
35 PROV. FOR DEPRECIATION MAJOR MOVABLE EQUIP. XXX 35 
36 INTEREST EXPENSE XXX 36 
37 RENTALS OF HOSPITAL LAND AND BLDGS. XXX 37 38 REAL ESTATE AND OTHER PROPERTY TAXES XXX ':),A 
39 LEGAL FEES AND EXPENSES XXX ~q 
40 FUND RAISING EXPENSES XXX XXX XXX Al"l 
41 RESEARCH AND MEDICAL EDUCATION XXX XXX XXX 41 
42 OTHER (SPECIFY) XXX 42 
43 'J'U'J'AL Ul'JJJ}f( /:!,A.f'l!,N:Sb:S XXX 43 
..1..1 TOTAl. _I2PERATING and OTHER EXPENSES 44 
45 
46 ITEMS TO BE DEDUCTED (if included above). 
47 FUND RAISING EXPENSES E CALCULATION OF OUT-PATIENT COST PRIVATE PRIVATE TOTAL CLINIC EMERGENCY CLINIC REFERRED 
48 · RESEARCH AND MEDICAL EDUCATION 
49 COST OF SALES AT GIFT SHOPS, LUNCH COUNTER, ETC. 
50 COST OF MEALS SOLD TO EMPLOYEES, SPECIAL 1 AMOUNT OF HOSPITAL EXPENSES FOR OUT PATIENT SERVICES (FROM LINE 44 
51 NURSES AND GUESTS C OLS I 0, I I, I 2,13, 14) 
52 COST OF TELEPHONE AND TELEGRAPH SERVICES 
53 SOLD TO PATIENTS GUESTS OR EMPLOYEES 2 NUMBER OF OUT PATIENT VISITS (FROM SECTION c) 
54 COST OF DRUGS OR SUPPLIES SOLD TO PATIENTS OR OTHERS 
~-
!=i!=i FOR II SF OIJTSI DE OF HOSPJ TAL 3. AVERAGE COST PER OUT-PATIENT VISIT (SECTION E·l DIVIDED BY E-21 
56 UNCOLLECTIBLE ACCOUNTS RECEIVABLE OR PROVISIONS THEREFOR 
57 EXPENDITURES FOR REMODELING AND MAJOR ALTERATIONS 
58 ALSO ADDITIONS AND REPLACEMENTS 
59 RENTALS REAL ESTATE TAXES AND INCOME TAXES 
60 ON NON-HOSPITAL FACILITIES AND OPERATIONS F CALCULATION OF IN-PATIENT COST 
I 61 COST OF NEWSPAPERS, RADIO AND TELEVISION SERVICES 
62 SOLD TO PATIENTS, GUESTS AND EMPLOYEES 
Jl 
I 
63 LUMP SUM GRANTS· IN-AID OR SUBSIDIES (OTHER THAN 1. AMOUNT OF HOSPITAL EXPENSES FOR IN-PATIENT SERVICES IFROM LINE 44~0 q) l 
h4 SPE~ F •C PlY TS FOR INDIVIDUAL PATIENTS - -
---&:t:; __ ... .,.. ___ ~__..--·- - --·-··-
-
7. FOR THE PURPOSE OF THIS STATEMENT ALL D~FINITIONS AND METHODS OF COUNTING VISITS APPLICABLE TO CLINIC EMERGENCY, 
PRIVATE CLINIC, AND PRIVATE REFERRED OUT-PATIENT SERVICES MAY BE FOUND IN AHA PUBLICATION M10- 5o' 21 23 INCLUSIVE. • pp, " 
a. DO NOT INCLUDE IN COL. 2 LINES I TO 31 INCLUSIVE, EXPENDITURES FOR FIXED EQUIPMENT OR MAJOR MOVABLE EQUIPMENT 
(DEPRECIABLE) AS OUTLINED ON PAGES 61 AND 62 OF AHA PUBLICATION M10-50. 
9, HOSPITALS THAT HAVE ESTABLISHED A PRACTICE OF PROVIDING AN ALLOWANCE FOR DEPRECIATION OF BUILDINGS, FIXED EQUIP-
MENT, AND MA~OR MOVABLE EQUIPMENT (DEPRECIABLE) MAY INCLUDE DEPRECIATION IN ACCORDANCE WITH THE .RATES COVERED IN 
INSTRUCTIONS CONTAINED lN AHA PUBLICATION M10-50, PP. 137-147 AND THE U.S. BUREAU OF INTERNAL REVENUE PUBLI· 
CATION 'BULLETIN F'. 
1 o. IF A HOSPITAL HAS NOT ESTABLISHED A REGULAR PRACTICE OF'TAKING ANNUAL OEPRECIATION ON BUILDINGS, FIXED EQUIPMENT, 
AND MAJOR MOVABLE EQUIPMENT (DEPRECIABLE) INACCORDANCE WITH THE METHODS SUGGESTED UNDER NOTE 9, THE HOSPITAL MAY 
INCLUDE AN ALLOWANCE FOR DEPRECIATION OF NOT MORE THAN 6% OF COL, 5 LINE 31 TO BE ENTERED IN COL. 6 LINES 1 TO 3l 
INCLUSIVE, 
11. THIS stATEMENT SHOULD ALSO INCLUDE THE ESTIMATED VALUi FOR SERVICEs OF MEMBERS OF RELIGIOUS ORDERS WORKING 
IN THE HOSPITAL REGULARLY WITHOUT MONETARY COMPENSAT·I ON. THIS EVALUATION SHOULD BE MADE BASED UPON SALARY AND 
WAGE SCALES FOR SIMILAR SERVICES IN THE COMMUNITY. CONSIDERATION SHOULD ALSO BE GIVEN TO THE AMOUNT OF PERQUI• 
SITES PROVIDED SUCH INDIVIDUALS BY THE HOSPITAL. 
12. PAYMENTS TO PERSONS NOT ON THE HOSPITAL STAFF FOR WHOM THE HOSPITAL ACTS AS A BILLING AND COLLECTION AGENCY DO 
NOT CONSTITUTE EXPENSE TO THE HOSPITAL AND SUCH TRANSACTIONS SHOULD NOT BE INCLUDED IN THIS STATEMENT. A D.ETA I LED 
EXPLANATION OF THE FUNCTION OF AGENCY ACCOUNTS APPEARS IN AHA PUBLICATION M10-50 PP. aO AND 10a. 
13, IF THE HOSPITAL PROVIDES ALL X•RAY SERVICES INCLUDING THE PROFESSIONAL SERVICES OF A RADIOLOGIST, ALL EXPENSES 
ARE TO BE INCLUDED. (THIS REFERS TO ANY INDIVIDUALS WHO RECEIVE SALARIES, FEES, COMMISSIONS,· OR MAINTENANCE). 
IF THE HOSPITAL DOES NOT PAY A SALARY (FEE OR COMMISSION) TO A RADIOLOGIST BUT FURNISHES SUPPLIES AND TECHNICAL 
SERVICES, ONLY THE EXPENSES TO THE HOSPITAL SHOULD BE INCLUDED IN THIS ITEM. (THE RADIOLOGIST WOULD BILL THE 
AGENCY. SEPARATELY FOR HIS PROFESSIONAL SERVICES.) 
IF THE X•RAY DEPARTMENT OFAHOSP!TAL IS RENTED OUTRIGHT TOARADIOLOGIST, ANY EXPENSES RECORDED IN THE HOSPITAL'S 
BOOKS ARE TO BE EXCLUDED FROM THIS ITEM AND SHOULD BE SHOWN IN COL. 3 LINE 66 AND COL. 4 LINE 20. 
THESE INSTRUCTIONS SHOULD ALSO BE FOLLOWED IN DETERMINING COSTS FOR LABORATORY, PHYSICAL THERAPY, AND ANESTHESI· 
OLOGY DEPARTMENTS. 
14. HOSPITAL PAYMENTS FOR SOCIAL SECURITY BENE~ITS SHOULD BE INCLUDED UNDER THE APPROPRIATE DEPARTMENTAL EXPENSE 
ACCOUNTS, 
15. IF EXPE~SES FOR IN-PATIENT AND OUT-PATIENT SERVIC~S CANNOTBESEGREGATED ACCORDING TO THE COMMONLY ACCEPTED PRIN· 
CIPLES OF COST APPORTIONMENT, ESTIMATED EXPENSES FOR OUT-PATIENT SERVICES MAY BE COMPUTED BY MULTIPLYING THE 
TOTAL NUMBER OF OUT-PATIENT VISITS BY $4.00 AND ENTERING THE AMOUNT UNDER COLUMN 10 LINE 44. ON LINE 44, THE 
TOTAL OF COLUMN 10, PLUS THE TOTALOFCOLUMN a, SHOULDBEDEDUCTED FROM THE TOTAL OF COLUMN 7 TO ARRIVE AT THE 
AMOUNT TO BE ENTERED IN COLUMN 9, 
16. IF EXPENSES FOR IN-PATIENT AND OUT-PATIENT SERVICES ARE SEGREGATED, COLUMNS a,9,10,11 ,12,13, AND 14MUST BE COM-
PLETED IN DETAIL. THE LINE 44 TOTALS IN COLUMNS a,9, ANb 10 SHOULD EQUAL COLUMN 7 AND, THE LINE 44·TOTALS OF 
COLUMNS 11 ,12,13, AND 14 SHOULD EQUAL COLUMN 10. 
HOSPITALS MUST ALSO COMPUTE UNDER SECTION E. A SEPARATE OUT-PATIENT VISIT COST FOR EACH TYPE OF SERVICE RENDERED. 
G. FORM OF CERTIFICATION BY PUBLIC ACCOUNTANT 
. l HEREBY CERTIFY THAT THE AMOUNT $ _______ SHOWN IN SECTION D, COL. 2, LINE 44 OF THE ACCOMPANYING 
STATEMENT OF TOTAL EXPENSES OF ________ -:-------------,--------------' 
(NAME OF HOSPITAL) (CITY) 
FOR THE YEAR ENDED ____________ _ 195- IS CORRECt IN ACCORDANCE WITH MY AUDIT OF 
(STATE) 
THE BOOKS AND RECORDS OF THE HOSPITAL AFTER GIVING EFFECT TO ALL ADJUSTMENTS RESULTING FROM MY EXAMINATtON OF THE 
·BOOKS OF THE HOSPITAL. AND TO THE J.NSTRUCTIONS CONTAINED IN THIS STATEMENT:, 
. ____ MY EXAMIN8~_MADE:....J.NnACCORDANCE_Wl11LGENE_RA.L,LY .ACCEPTED AUDITING STANDARDS APPLICABLE. IN THE CIRCL!MS.T~---
~f5:"' AND rr,JNCLUDED ALL PROCEDURES TH~~ I c~~I;;-E~-~E~ESSARY '(EX~EP~ ~s--~~L-;-F·I~~~E~OW). 
THE RECORDS OF THE HOSPITAL FOR THE PERIOD COVERED BY THE OPERATING STATEMENT WERE MAINTAINED ON THE--.,,-----
(ACCRUAL, -------------------~BASIS. 
CASH, OR MODIFIED CASH) 
(SIGNATURE OF PUBLIC ACCOUNTANT) 
H. FORM OF CERTIFICATION BY DIRECTOR OR SUPERINTENDENT 
(NAME) ---~-----~---:---------------- OF (TITLE) 
THE------~----------~---------------(NAME OF HOSPITAL) (CITY) (STATE) 
DO CERTIFY THAT I HAVE EXAMINED THE ACCOMPANYING STATEMENT OF TOTAL EXPENSES, THE ALLOCATION THEREOF BETWEEN IN-
PATIENT AND OUT-PATIENT SERVICES, AND THE CALCULATION OF REIMBURSABLE COST OF IN-PATIENT SERVICE PER PATIENT-DAY 
AND OF OUT-PATIENT SERVICE PER VISIT FOR THE HOSPITAL FOR THE YEAR ENDED 195 ___ AND 
THAT TO THE BEST OF MY KNOWLEDGE AND BELIEF IT IS A TRUE AND CORRECT STATEMENT PREPARED FROM THE BOOKS AND RECORDS 
OF THE HOSPITAL IN ACCORDANCE WITH INSTRUCTIONS AS CONTAINED IN THIS STATEMENT AND THE HANDBOOK ON ACCOUNTING, 
STATISTICS AND BUSINESS OFFICE PROCEDURE FOR HOSPITALS, (PUBLICATION M10-50)., OF THE AMERICAN HOSPITAL 
ASSOCIATION. 
I FURTHER CERTIFY THAT TO 'THE BEST OF MY KNOWLEDGE AND BELIEF THE AMOUNT OF$ AS SHOWN IN SECTION D, 
COL. 2, LINE 44 OF THE ACCOMPANYING STATEMENT REPRESENTS THE TOTAL OPERATING AND OTHER EXPENSES OF THE HOSPITAL. 
THE RECORDS OF THE HOSPITAL FOR THE PERIOD COVERED BY THE OPERATING STATEMENT WERE MAINTAINED .ON THE--,----,..,...,--(ACCRUAL, 
----------------~--BASIS, 
CASH, OR MODIFIED CASH) 
(SIGNED) ____ ~~~~~=-~~~==~~=-~~~~~----------
DIRECTOR OR SUPERINTENDENT OF HOSPITAL 
(DATE) (TITLE) 
EVERY HOSPITAL, EXCEPT GOVERNMENTAL, MUST EXECUTE BOTH FORM G. AND H. A HOSPITAL OPERATED BY CITY, COUNTY, OR 
STATE GOVERNMENT MAY OMIT THE FORM G. CERTIFICATION. 
MDPH-100 
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Appendix 3 
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Cost Analysis of Expenses from 
Massachusetts Hospital Statement for Reimbursable Cost 
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Appendix 4 
Sample Copy of 
Hospital Statement for Reimbursement 
(Form HCF 300) 
149 
THE COMMONWEALTH OF MASSACHUSETTS 
HOSPITAL STATEMENT 
FOR 
REIMBURSEMENT 
(G.L. CHAPTER 7 AND 176A, AS AMENDED) 
150 
Name ------------------------------------------------------------
Address ________________________________________________________ __ 
For the Year ended 
SCHEDULE I 
SCHEDULE II 
SCHEDULE II-A 
SCHEDULE Ill 
SCHEDULE IV 
SCHEDULE V 
SCHEDULE V-A 
SCHEDULE V-B 
SCHEDULE V-C 
SCHEDULE V-D 
SCHEDULE VI 
SCHEDULE VI-A-1,2,3 
SCHEDULE VII 
SCHEDULE VIII 
SCHEDULE IX,A,B 
SCHEDULE X 
FORM HCF 300-5!1 
INDEX 
Balance Sheet 
General Fund Income Summary 
Other Income 
Reconci l·iation - General Fund Balance 
Statist i co I Data 
Oi stribution of Expense for Apportionment 
Non-Patient Expenses 
Other Expenses 
Recovery of Expense 
Apportionment of Overhead 
Distribution of Expense by Services 
AJJ·ocation of Special Service Department Costs 
Calculation of Per Diem Costs by Accommodations 
Calculation of Loading Factor 
Preliminary Adjusting Entries 
Certification of Hospital Statement for Reimbursement 
. 
Schedule I 
Hospital 
Balance Sheet 
As at 
LIABILITIES, FUNDS, PRINCIPAL, 
ASSETS RESERVES AND CAPITAL 
GENERAL FUND GENERAL FUND 
CASH $ ACCOUNTS PAYABLE $ 
INVESTMENT S SALARIES, WAGES AND FEES PAYABLE 
ACCOUNT S AND NO TES RECEIVABLE- PATIENTS $ WITHHOLDING TAXES PAYABLE 
LESS- RESERVE FOR UNCOLLECTIBLES NOTES PAYABLE 
OTHER ACCOUNTS AND NOTES RECEIVABLE ACCHUEQ EXPENSES PAYABLE 
ACCRUED INTEREST RECEIVABLE DEFERRED INCOME 
INVENTORY- SUPPLIES OTHER GENERAL FUND LIABILITIES 
PREPAID EXPENSE S DUE TO OTHER FUNDS 
DUE FROM QIHE H FUNDS GENERAL FUND BALANCE 
TOTAL $ TOTAL $ 
TEMPORARY FUND TEMPORARY FUND 
CASH $ DUE TO OTHER FUNDS $ 
INVESTMENT S 
ACCRUED INTEREST RECEIVABLE 
DUE FROM OTHER FUNDS TEMPORARY FUND BALANCE 
TOTAL $ TOTAL $ 
ENDOWMENT FUND ENDOWMENT FUND 
CASH $ MORTGAGES PAYABLE $ 
INVESTMENTS DUE TO OTHER FUNDS 
DUE FROM OTHER FUNDS PRINCIPAL: 
GENERAL PURPOSES $ 
RESTRICTED PURPOSES 
TOTAL $ TOTAL $ 
PLANT FUND PLANT FUND 
LAND $ BONDS PAYABLE $ 
BUILDINGS $ MORTGAGES PAYABLE 
LESS- RESERVE FOR DEPRECIAT ION PLANT IMPR, AND REPL. FUND LIABILITIES 
FIXED EQUIPMENT DUE TO OTHER FUNDS 
LESS - RESERVE FOR DEPRECIATION 
MAJOR MOVABLE EQUIPMENT 
LESS- RESERVE FOR DEPRECIATION 
MINOR EQUIPMENT (NON-DEPRECIABLE) CAPITAL (INVESTED IN PLANT) 
PLANT ASSETS UNDER CONSTRUCTION RESERVES . FOR PLANT IMPROVEMENTS AND REPLACEMENTS: 
PLANT IMPR. AND REPL. FUND ASSETS (INCL.FUNDED DEPREC.) EXISTING PLANT $ 
DUE FROM OTHER FUNOS PLANNED ADDITIONS 
TOTAL $ TOTAL $ 
GRAND TOTAL OF FUNDS $ GRAND TOTAL OF FUNDS $ 
. 
I 
COMMONWEALTH OF MASSACHUs"ETTS HCF 300-58 
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For the year ended:__ _______________ _ 
TOTAL 
GENERAL 
FUND 
INCOME TOTAL PRIVATE 
GROSS EARNINGS FROM ROUTINE SERVICES $ $ $ 
GROSS EARNINGS FROM SPECIAL SERVICES: 
OPERATING ROOMS 
DELIVERY ROOMS 
ANESTHESIOLOGY 
RADIOLOGY: 
DIAGNOSIS 
THERAPY 
LABORATORY 
BASAL METABOLISM • 
ELECTRO-CARDIOLOGY 
BLOOD BANK 
PHYSICAL THERAPY 
AMBULANCE SERVICE 
MEDICAL & SURGICAL SUPPLIES AND SERVICES: 
OXYGEN THERAPY 
INTRAVENOUS THERAPY 
CENTRAL STERILE SUPPLY 
PHARMACY 
OTHER I SPECIFY)· 
TOTAL SPECIAL SERVICES 
TOTAL GROSS EARNINGS 
DEDUCTIONS FROM GROSS EARNINGS: 
ADJUSTMENTS - CONTRACTUAL: 
MASSACHUSETTS HOSPITAL SERVICE, INC 
WORKMEN S COMPENSATION 
STATE, CITY AND TOWN WELFARE 
OTHER (SPECIFY): 
TOTAL ADJUSTMENTS - CONTRACTUAL 
FREE SERVICE AND ALLOWANCES: 
FREE SERVICE- GENERAL PATIENTS 
COURTESY AND MISC. ALLOWANCES 
FREE SERVICE AND ALLOWANCES- EMPLOYEES 
OTHER (SPECIFY)· 
TOTAL FREE SERVICE AND ALLOWANCES 
PROVISION FOR UNCOLLECTIBLE RECEIVABLES 
TOTAL DEDUCTIONS FROM GROSS EARNINGS 
NET EARNINGS FROM SERVICES TO PATIENTS 
OTHER INCOME (PER SCHEDULE I 1-A )• • XXX XXX 
TOTAL GENERAL FUND INCOME $ $ $ 
• INCLUDING CLINICS EMERGENCY PRIVATE CLINICS AND PRIVATE REFERRED 
I INCLUDING WORK DONE FOR OTHER HOSPITALS AND INSTITUTIONS DOCTORS EMPLOYEES NOT AS PATIENTS) ETC 
•• INCLUDING GROSS EARNINGS OF NEWBORN INFANTS AFTER THE DISCHARGE OF MOTHER 
r.nwPUTATION OF GROSS EARNINGS PER DIEM: 
IN-PATIENTS 
ADULTS AND CHILDREN•• 
SEMI-
PRIVATE \¥ARD 
$ $ 
! 
I 
' 
I 
I 
I 
I 
I 
' 
I 
XXX XXX 
$ $ 
IN-PATIENTS 
OTHER 
AMBULATORY NON-PATIENT 
NEWBORN SERVICES* INCOME fl 
INFANTS 
$ $ $ 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
I 
' 
I 
I 
I 
I 
I 
I 
XXX XXX 
$ $ $ 
Schedule II-A 
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Other Income 
For the year ended 
TELEPHONE AND TELEGRAPH SERVICE $ 
GIFT SHOP, LUNCH COUNTER, COFFEE SHOP, ETC. 
RENTAL OF EMPLOYEES' QUARTERS 
EMPLOYEES' CAFETERIA 
SPECIAL NURSES MEALS 
SUPPLIES SOLD- EMPLOYEES AND OTHERS 
SERVICES SOLD - EMPLOYEES AND OTHERS 
SCHOOL OF NURSING 
OTHER TRAINING PROGRAMS (SPECIFY): 
GENERAL CONTRIBUTIONS FOR CURRENT OPERATIONS 
GRANTS FROM COMMUNITY .FUNDS 
GRANTS .AND SUBSIDIES FROM GOVERNMENT AGENCIES ETC. 
DONATED SERVICES (RELIGIOUS ONLY) 
DONATED COMMODITIES 
INCOME FROM INVESTMENTS (UNRESTR. ENDOWMENTS) 
INCOME TRANSFERS FROM TEMPORARY FUNDS 
CASH D I SCOUHTS OH PURCHASES 
BAD DEBT RECOVERIES 
INCOME FROM MEDICAL RECORDS 
MISCELLANEOUS (ITEMIZE IF IN EXCESS OF $500): 
TOTAL OTHER INCOME {TO SCH.EDULE I I ) $ 
COMMONWEALTH OF MASSACHUSETTS HCF 300-58 
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Reconciliation 
-
General Fund Balance 
For the year ended 
GENERAL FUND BALANCE (AT BEGINNING OF YEAR) • $ 
ADDITIONS TO GENERAL FUND BALANCE: 
EXCESS OF INCOME OVER EXPENSE** $ 
PROVISION FOR DEPREC. TRANS F. TO CAPITAL (INVESTED IN PLANTl: 
BUILDINGS 
FIXED EQUIPMENT 
MAJOR MOVABLE EQUIPMENT 
OTHER ADDITIONS (SPECIFY): 
TOTAL ADDITIONS TO GENERAL FUND BALANCE 
TOTAL BEGINNING BALANCE AND ADDITIONS 
DEDUCTIONS FROM GENERAL FUNB BALANCE: 
EXCESS OF EXPENSE OVER INCOME# 
APPROPRIATIONS FOR PLANT ASSET PURCHASES: 
BUILDINGS 
FIXED EQUIPMENT 
MAJOR MOVABLE EQUIPMENT 
OTHER DE8UCTIONS (SPECIFY): 
TOTAL DEDUCTIONS FROM GENERAL FUND BALANCE 
GENERAL FUND BALANCE (AT END OF YEAR) $ 
•DEFICIT IN PARENTHESIS 
**EXCESS OF TOTAL GENERAL FUND INCOME (SCH II) OVER TOTAL EXPENSES (SCH V) 
i1!:EXCESS OF TOTAL EXPENSES (SCH V) OVER TOTAL GENERAL FUND INCOME (SCH II) 
COMMONWEALTH OF MASSACHUSETTS HCF 300-58 
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Hospital 
Statistical Data 
For the year ended 
N-PATIENT STATISTICS: 
I. BED COMPLEMENT AT END OF PREVIOUS PERIOD (EXCLUDING BASSI~ETSI 
2. BED COMPLEMENT AT END OF CURRENT PERIOD (EXCLUDING BASSINETS) 
3. MAXIMUM BED DAYS AVAILABLE 
4. TOTAL IN-PATIENT DAYS (E~CLUSIVE OF NEWBORN INFANT DAYS) 
NEWBORN INFANT 'DAYS EXCLUDED ARE ONLY THOSE DAYS WHEN AN INFANT OCCUPIES A 
BASS I NET, IN THE NURSERY, DURING THE MOTHER'S HOSPITALIZATION. 
5. STATISTICS BY CLASS OF ACCOMMODATION (TOTAL IN-PATIENTS, ~XC LUS I VE OF NEWBORN 
INFANTS INCLUDED IN ITEM Sl: 
MAX I MUM TOTAL DISCHARGES AVERAGE 
AVERAGE BED BED DAYS IN-PATIENT : PERCENTAGE (I HCLUD I NG LENGTH OF 
COMPLEMENT AVAILABLE DAYS OF OCCUPANCY DEATHS) STAY 
PR1VATE 
0 
SEMI-PRIVATE 
WARD 
TOTAL 
: 
6. MATERNITY STATISTICS (IN-PATIENTS, EXCLUS lYE OF NEWBORN INFANTS): 
MAXIMUM TOTAL DISCHARGES AVERAGE 
AVERAGE BED BED DAYS IN- PATIENT PERCENTAGE (INCLUDING LENGTH OF 
COMPLEMENT AVAILABLE DAYS OF OCCUPANCY DEATHS) STAY 
PRIVATE 
SEMI-PRIVATE 
WARD 
TOTAL 
' 
7. NEWBORN INFANT DAYS AFTER THE DISCHARGE OF MOTHER (INCLUDED IN ITEM 5). 
?A. NEWBORN INFANT DISCHARGES APPLICABLE TO THE ABOVE (INCLUDED IN ITEM 5) 
B. NEWBORN INFANT STATISTICS: (EXCLUDING COUNT IN ITEM 7). : 
TOTAL NEWBORN INFANT DAYS 
TOTAL NEWBORN INFANT DISCHARGES 
IBULATORY STATISTICS: 
-
I. CLINIC PATIENT VISITS 
2. EMERGENCY PATIENT VISITS 
3. PRIVATE CLINIC PATIENT VISITS 
4. PRIVATE REFERRED PATIENT VISITS 
TOTAL AMBULATORY VISITS 
HCF- 300-58 
SCHEDULE V 
------------------------------------Hospital 
Distribution of Expense for Apportionment 
For the year ended-------------------
ADJUSTE D TOTAL 
CLASSIFICATION GENERAL PRELIMINARY ADJUSTMENTS GENERAL APPORTIONMENT EXPENSE 
EXPENSES MUST BE IN ACCORDANCE LEDGER (PER INSTRUCTIONS) LEDGER OF OVERHEAD FOR 
WITH A H A. HANDBOOK Ml 0-50) EXPENSES DR CR EXPENSES (PER SCH V-D) APPORTIONMENT 
IENERAL SERVICE DEPARTMENTS 
ADMINISTRATION AND GENERAL $ $ $ $ XXX $ 
REPAIRS AND MAINTENANCE XXX 
OPERATION OF PLANT XXX 
MOTOR SERVICE XXX 
LAUNDR Y XXX 
LINEN SERVICE XXX 
HOUSEKEEPING XXX 
DIETARY XXX 
MAINTENAN CE OF PER SONNEL XXX 
XXX 
IROFESSIONAL CARE OF PATIENTS - GENERAL XXX 
MEDI CAL & SURGICAL SERVICE- SALARIE S (PHY S XXX 
SUP.& EXP. (GEN.) (INCL.WAGES-OTHER) XXX 
NURSING SERVICE XXX 
NURSING EDUCATIO N XXX 
PHARMACY (GENERAL) .. XXX 
MEDICAL RECORD S AND LIBRARY XXX 
SOCIAL SERVICE XXX 
- XXX 
SUB-TOTAL- - ROUTINE SERVICES XXX 
'ROFESSIOHAL CARE OF PATIENTS- SPECIAL 
OPERATING ROOMS $ 
DELIVER Y ROOMS 
ANE STHESIOLOGY 
RADIOLOGY: 
DIAGNO S IS 
THERAPY XXX 
LABORATOR Y 
BASAL METABOLISM 
ELECTROCARDIOLOGY 
PHYSICAL THERAPY 
AMBULANCE 
MEDICAL & SURGICAL SUPPLIES (SPECIAL) XXX 
PHARMACY (SPECIAL) XXX 
OTHER (SPECIFY): 
PU RC H}S ED SERVI CES ( AN CILLARY) XXX 
SUB-TOTAL-- SPECIAL SERVICES 
IEWBORN INFANT EXPENSE (NURSERY) XXX 
MBULATORY SERVICE EXPENSE # 
ION-PATIENT EXPENSES (PER SCHEDULE V-A) 
ECOVERY OF EXPENSE (PER SCHEDULE V-C) XXX XXX 
~PPORTIONMENT OF OVERHEAD* XXX ( ( 
I TOTAL BEFORE OTHER EXPEN SES -0- $ 
THER EXPENSES (PER SCHEDULE V-B) 
. 
TOTAL $ $ $ $ 
DENOTE S CREDIT 
IN CLUD I NG CLINI CS , EMERGENCY, PRIVATE CLINIC AND PRIVATE REFERRED 
OVERHEAD FOR THE PURPOSE OF THIS REPORT SIGNIFIE S GENERAL SERVICE DEPARTMENT EXPENSE S AND THOSE PROFESSIONAL CARE OF PATIENTS- GENERAL DEPARTMENT EXPENSE S WHICH ARE 
NORMALL Y APPORTIONED TO THE PROFESS ONAL CARE OF PATIENTS- SPECIAL DEPARTMENTS, NURSERY, AMBULATORY SERVICE EXPENSE AND OTHER NON-PATIENT EXPENSES. 
i OMMONWEALTH OF MASSACHUSETTS HCF 300· 58 
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Hos pita 1 
Non-Patient Expenses 
For the year ended 
-
ON-OPERATING EXPENSE AND ITEMS NOT CONSIDERED TO BE 
A COST OF PATIENT CARE: 
FUND RAISING EXPENSE I$ 
RESEARCH EXPENSE 
MEDICAL EDUCATION EXPENSE 
NEWSPAPERS, RADIO AND TELEVISION EXPENSE 
GIFT SHOPS, LUNCH COUNTER; COFFEE SHOPS, ETC. EXPENSE 
FEDERAL AND STATE TAXES ON INCOME 
EXPENSE INCURRED IN PRODUCING NON-OPERATING INCOME 
REAL ESTATE TAXES AND OTHER EXPENSES ON NON-HOSPITAL FACILITIES 
PRIVATE DUTY NURSES EXPENSE AND OTHER "AGENCY" EXPENSES 
EXPENDITURES INCLUDED IN GENERAL FUND EXPENSES 
MADE AS A RESULT OF AVAILABLE FUNDS FOR DESIGNATED PURPOSES 
OTHER* (SPECIFY): 
TOTAL (TO SCHEDULE V) $ 
NCLUDED UNDER THIS CAPTION SHOULD BE THOSE EXPENSES WHICH HAVE NO RELATIONSHIP OR BEARING 
·o PATIENT CARE, SUCH AS DEDICATION EXPENSES FOR THE OPENING OF A NEW HOSPITAL, CHARITABLE 
'0NATIONS, ETC. 
Schedule V-B 
Other Expenses 
For the year ended 
'ROVISION FOR DEPRECIATION- BUILDINGS I$ 
~ROVISION FOR DEPRECIATION- FIXED EQUIPMENT 
'ROVISION FOR DEPRECIATION- MAJOR MOVABLE EQUIPMENT 
NTEREST EXPENSE 
iENTALS OF HOSPITAL LAND AND BUILDINGS 
lEAL ESTATE AND OTHER PROPERTY TAXES 
.EGAL FEES AND EXPENSES 
TOTAL (TO SCHEDULE V) $ 
OMMONWEAL TH OF MASSACHUSETTS HCF 300-58 
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Hospital 
Recovery of Expen.se 
~ 
For the year ended 
ITEMS OF INCOME WHICH ARE ACTUALLY RECOVERY. OF EXPENSE: 
RENTAL OF QUARTERS TO EMPLOYEES AND OTHERS I$ 
RENTAL INCOME OF HOSPITAL AREAS 
INCOME FROM MEALS SOLD- TO OTHER THAN PATIENTS 
INCOME FROM LAUNDRY SERVICE - TO OTHER THAN PA UENTS 
INCOME FROM LINEN SERVICE- TO OTHER THAN PATIENTS 
TELEPHONE INCOME - PAY STAT I ON INCOME EXCLUDED 
INCOME FROM NURSING SCHOOL 
INCOME FROM TRAINING PROGRAMS {SPECIFY): 
INCOME FROM MEDICAL RE_CORDS 
GRANTS-IN-AID OR SUBSIDIES (SPECIFY): 
OTHER (SPECIFY)· 
TOTAL (TO SCHEDULE V) $ 
~OTE: THE ABOVE ITEMS OF INCOME MUST BE OFFSET BY PRELIMINARY ADJUSTMENT AGAINST 
THOSE GENERAL FUND EXPENSE ACCOUNTS IH WHICH THE EXPENSE ORIGINATED. 
:>MMONWEAL TH OF MASSACHUSETTS HCF 300-58 
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______________________________________ Hospital 
Apportionment of Overhead to Special Services, Nursery, 
Ambulatory and Non-Patient Services 
For the year ended 
----------------------------------
ADJUSTED 
GEHERAL 
LEDGER 
APPORTIOHMEHT 
OF OVERHEAD 
EXPEHSES RATE;§)_ 
SPECIAL SERVICE DEPARTMENTS: 
OPERATING ROOMS $ $ 
DELIVERY ROOMS 
ANESTHESIOLOGY 
RADIOLOGY-DIAGNOSIS 
RADIOLOGY-THERAPY 
LABORATORY 
BASAL METABO~ISM 
ELECTROCARDIOLOGY 
PHYSICAL THERAPY 
AMBULANCE 
MEDICAL AND SURGICAL SUPPLIES (SPECIAL) 
PHARMACY (SPECIAL) 
OTHER (SPECIFY): 
PURCHASED SERVICES (ANCILLARY) IO_i 
SUB-TOTAL 
HURSERY 
AMBULATORY SERVICES 
HOH-PATIEHT SERVICES:* 
RESEARCH AND MEDICAL EDUCATION 
FU~D RAISING EXPENSE 
OTHER (SPECIFY): 
SUB-TOTAL 
AMOUHT 
TOTAL (TO SCHEDULE V) *=========I========~~======== 
*INCLUDED UNDER THIS CAPTION OF NON-PATIENT SERVICES SHOULD BE THOSE NON-PATIENT 
FUNCTIONS WHICH RECEIVE SOME PART OF THE HOSPITAL OVERHEAD SUCH AS ADMINISTRATION 
AND GENERAL; HEAT, LIGHT, POWER, HOUSEKEEPING, ETC. 
** SEE SPECIAL BULLETIN FOR OVERHEAD RATES. 
COMMONWEALTH OF MASSACHUSETTS HCF 3{}0-58 
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Schedule VI 
Hospital 
Distribution of Expense by Services 
For the year ended 
I 
TOTAL IN-PATIENT SERVICES 
EXPENSE FOR ROUTINE SERVICES SPECIAL SERVICES OTHER 
r 
APPORTIONMENT ADULTS AND NEW BOR N ADULTS AND NEWBORN AMBULATORY NON-PATIENT RECOVERY 
(PER SCH V} CHILDREN INFANTS CHILDREN INFANTS SERVICES SERVICES OF EXPENSE 
TOTAL ROUTINE SERVICES $ ~ $ XXX $ XXX $ XXX $ XXX $ XXX $ XXX 
PROFESSIONAL CARE OF PATIENTS -SPECIAL (PER SCH VI-A) 
0 P£RAl1 NG ROQMS XXX XXX 
DELIVERY ROOMS XXX XXX 
ANESTHESIOLOGY XXX XXX 
RADIOLOGY: XXX I XXX 
DIAGNOSIS XXX XXX 
THERAP Y I XXX XXX 
LABORATORY I XXX XXX 
BASAL METABOLISM XXX XXX 
ELECTROCARDIOLOG Y XXX XXX 
PHYSI CAL THERAPY XXX XXX 
AMBULANCE XXX XXX 
MEDICAL & SURGICAL SUPPLIES (SPECIAL} XXX XXX r 
PHARMACY (SPECIAL} XXX XXX I 
OTHER (SPECIF Y}: XXX XXX I 
PURCHASED SERVICES (ANCILLARY) I 
NEWBORN INFANT EXPENSE (NURSERY) I XXX XXX XXX XXX XXX I 
AMBULATORY SERVICE EXPENSE I XXX XXX 
' XXX XXX XXX 
r 
NOH-PATIENT EXPENSES XXX XX X XXX XXX XXX XXX I 
RECOVERY OF EXPENSE XXX XXX XXX XXX XXX XXX I 
APPORTIONMENT OF OVERHEAD ( ) ( ) XXX XXX XXX XXX XXX XXX 
TOTAL BEFORE OTHER EXPENSES $ $ $ $ $ $ $ $ 
( ) DENOTES CREDIT 
I 
I 
I 
I 
. 
COMMONWEALTH OF MASSACHUSETTS HCF 300-!58 
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Hospital 
Allocation of Special Service Department Costs 
For the year ended 
TOTAL 
STATISTICS % EXPEHSE 
NUMBER OF 
OPERATIONS-
OPERATING ROOMS: WEIGHTED 
IN-PATIENTS: $ ADULTS AND CHILDREN 
NEWBORN INFANTS 
AMBULATORY SERVICES 
OTHER NON-PATIENT SERVICES 
TOTAL (TO SCHEDULE VI) 100.00% ~ 
NUMBER OF 
DELIVERIES & 
DELl VERY ROOMS: WE I GHTED CIRCUMCISIONS 
IN-PATIENTS: 
ADULTS AND CHILDREN $ 
NEWBORN INFANTS 
TOTAL (TO SCHEDULE VI) 100.00% $ 
NUMBER OF 
WE I GHTED 
OPERATIONS & 
AHESTHES IOLOGY: rWEIGHTED DELIVERIES 
IN-PATIENTS: 
ADULTS AND CHILDREN s 
NEWBORN INFANTS 
AMBULATORY SERVICES 
OTHER NON-PATIENT SERVICES 
TOTAL (TO SCHEDULE VI) 100.00% $ 
NUMBER OF 
RADIOLOGY- DIAGNOSIS: F I LM&-WE I GHTED 
IN-PATIENTS: 
ADULTS AND CHILDREN 1$ 
NEWBORN INFANTS 
AMBULATORY SERV LCES 
OTHER NON-PATIENT SERVICES 
TOTAL (TO SCHEDULE VI) I 00. OO% $ 
:OMMONWEAL TH OF MASSACHUSETTS HCF 300-58 
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Hospital 162 
Allocation of Special Service Department Costs 
For the year ended 
TOTAL 
STATISTICS % EXPENSE 
NUMBER OF 
RADIOLOGY-THERAPY: TREATMENTS 
IN-PATIENTS: 
ADULTS AND CHILDREN _$ 
NEWBORN INFANTS 
AMBULATORY SERVICES 
OTHER NON-PATIENT SERVICES 
TOTAL (TO SCHEDULE VI) 100.00% $ 
NUMBER OF 
LA BORA TORY: LABORATORY TESTS 
IN-PAT I EHTS: I$ ADULTS AND CHI LOREN 
NEWBORN INFANTS 
AMBULATORY SERVICES 
OTHER NON-PATIENT SERVICES 
TOTAL (TO S~HEDULE VI) 100.00% $ 
NUMBER OF 
BASAL METABOLISM: TESTS 
IN-PATIENTS: I$ ADULTS AND CHILDREN 
NEWBORN INFANTS 
AMBULATORY SERVICES 
OTHER NON-PATIENT SERVICES 
TOTAL (TO SCHEDULE VI) 100.00% $ 
NUMBER OF 
ELECTROCARDIOLOGY: EXAMINATIONS 
IN-PATIENTS: I$ ADULTS AND CHILDREN 
NEWBORN INFANTS 
AMBULATORY SERVICES 
OTHER NON-PATIENT SERVICES 
TOTAL (TO SCHEDULE VI) 100.00% $ 
OMMONWEALTH OF MASSACHUSETTS HCF 300-58 
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Hospital 
Allocation of Special Service Department Costs 
For the year ended 
TOTAL 
STATISTICS % EXPENSE 
NUMBER OF 
PHYSICAL THERAPY: TREATMENTS 
IN-PATIENTS: 
ADULTS AND CHILDREN $ 
NEWBORN INFANTS 
AMBULATORY SERVICES 
OTHER _HON-PATIF"NT ~F"RVIr.F"~ 
TOTAL (TO SCHEDULE VI) 100.00% $ 
PERCENTAGE OF USE 
OR 
AMBULANCE: NUMBER OF TRIPS 
IN-PATIENTS: 
ADULTS AND CHILDREN $ 
NEWBORN INFANTS 
AMBULATORY SERVICES 
OTHF"R NON-PATIFNT SERVICES 
TOTAL (TO SCHEDULE VI) 100. OO% $ 
ACTUAL COST 
OR INCOME BASIS 
MEDICAL AHD SURGICAL SUPPLIES (SPECIAL): PER SCH JX-B (COL. 6) 
IN-PATIENTS: 
ADULTS AND CHILDREN $ 
NEWBORN INFANTS 
AMBULATORY SERVICES 
OTHER NON-PATIENT SERVICES 
TOTAL (TO SCHEDULE VI) 100.00% $ 
ACTUAL COST 
OR INCOME BASIS 
PHARMACY (SPECIAL): PER SCH IX-A (COL. 6) 
IN-PATIENTS: li ADULTS AND CHILDREN 
NEWBORN INFANTS 
AMBULATORY SERVICES 
OIHER NOH-PATIENT SERVICES 
TOTAL (TO SCHEDULE VI) I 00. OO% $ 
:OMMONWEAL TH OF MASSACHUSETTS HCF 300-58 
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-------------------,--Hospital 
Calculation of Per Diem Costs by Accommodations 
For the year ended _____________ ___ 
I. DAYS: 
PRIVATE 
SEMI-PRIVATE 
WARD 
TOTAL 
2. COST OF IN-PATIENT SERVICES -
ACTUAL 
DAYS 
ADULTS AND CHILDREN (PER SCH. VI): 
ROUTINE $ 
SPECIAL 
TOTAL $ 
13. PER Dl EM COSTS: APPLICABLE 
RATIO RATIOS 
A. PRIVATE 
ROUTINE 115% X 
SPECIAL 115~ X 
TOTAL 115 X 
B. SEMI-PRIVATE 
ROUTINE 100% X 
SPECIAL 100~ X 
TOTAL 100 X 
c. WARD 
ROUTINE ~g~ X SPECIAL X 
TOTAL 90 X 
lj.. PROOF: ACTUAL 
DAYS 
PRIVATE X 
SEM 1-PR I VATE X 
WARD X 
TOTAL 
APPLICABLE 
RAT I OS 
WEIGHTED 
DAYS 
+ 
+ 
+ 
i 
$ 
$ 
$ 
$ 
$ 
I 
115~ 100 
90% 
WE I GHTED 
DAYS 
SEMI-PRIVATE 
PER DIEM COSTS 
PER D I~M 
COSTS 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
Schedule VII 
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SEMI-PRIVATE 
PER DIEM COSTS 
PER DIEM 
COSTS 
TOTAL 
* 
* EQUALS ITEM 2 EXCEPT-FOR VARIATIONS CAUSED BY USING NEAREST CENT IN PER DIEM COSTS. 
COMMONWEALTH OF MASSACHUSETtS HCF 300-58 
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--------------------~------------Hospital 
Calculation of Loading Factor (Ratio of Total 
Other.Expenses to Total Hospital Expenses) 
For the year ended ________________________ _ 
TOTAL OTHER EXPENSES (PER SCHEDULE V-B) 
TOTAL HOSPITAL EXPENSES (PER DISTRIBUTION OF EXPENSE 
BY SERVICES - SCHEDULE VI): 
IN-PATIENT SERVICES: 
ROUTINE-- ADULTS AND CHILDREN 
ROUTINE-- NEWBORN INFANTS 
SPECIAL-- ADULTS AND CHILDREN 
SPECIAL-- NEWBORN INFANTS 
AMBULATORY SERVICES 
OTHER NON-PATI~T SERVICES 
RECOVERY OF EXPENSE 
TOTAL 
CALCULATION OF LOADING FACTOR {RATIO OF TOTAL OTHER 
EXPENSES TO TOTAL HOSPITAL EXPENSES): 
TOTAL OTHER EXPENSES $ 
TOTAL HOSPITAL EXPENSES $ 
CALCULATION OF LOADING FACTOR EXCLUSIVE OF 
DEPRECIATION 
TOTAL OTHER EXPENSES MINUS DEPRECIATION $ 
TOTAL HOSPITAL EXPENSES$ 
COMMONWEALTH OF MASSACHUSETTS HCF 300-58 
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$ 
[$ I 
' 
XXX 
$ 
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I Schedule IX 
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Hospital 
Preliminary Adjusting Entries 
(with explanations) 
For the year ended 
-
DR. CR. 
-
(HCF- 300-58 USE ADDITIONAL SHEETS IF NECESSARY 
17 
INCOME METHOD FOR COMPUTING ESTIMATED 
COST OF ROUTINE AND SPECIAL SERVICE PHARMACY 
Col. 1 
Gross 
Charges '# 
Col. 2 
Less Average 
Mark-up * 
Col. 3 
Estimated 
Material 
Cost 
Col. 4 
% 
Material 
Cost 
Col. 5 
Pharmacy 
Salaries & 
Direct Exp. ~ 
Col. 6 
Total 
Estimated 
Cost** 
SCHEDULE 1X-A 
L 
I 
N 
E 
In-patients-adults & children 1 
In-patients-newborn infants 2 
Ambulatory patients 3 
Other non-patients 4 
5 
Total 
Issues to in-patients fo'r routine use_-:-------------------:--:-:-----------------------------__,'-
O.R. & D.R. for routine use A 7 
lssjJes to ambulatory 
services for routine use A) 8 
lssue.s to nursery for 
routine use (A) 9 
Total Pharmacy Per Books 10 
'# From general ledger- pharmacy income account analysis. 
* Average mark-up on material cost. 
(15 Total direct expenses from general ledger excluding cost of drugs (material cost) distributed on basis of 
percentage of material cost (column 4). 
** Total of columns 3 and 5. 
(A) Material cost of drugs and pharmaceuticals per costed requisitions. 
Note: The pharmacy .adjusting entries appearing on Appendix A, Ill may be obtained from the following sources: 
adjusting entry #1 -from column 6 line 5. 
adjusting entry #2- from column 6 line 8. 
adjusting entry 13- from column 6 line 9. 
adjusting entry #4- from column 6 line 7. 
18 
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INCOME METHOD FOR COMPUTING ESTIMATED 
COST OF ROUTINE AND SPECIAL SERVICE MEDICAL & SURGICAL SUPPLIES 
Col, 1 
Gross 
Charges # 
Col. 2 
Less Average 
·Mark-up* 
Col, 3 
Estimated 
Material 
Cost 
Col. 4 
% 
Material 
Cost 
Col. 5 
Medical & 
Surgical 
Wages - Other l1 
Col. 6 
Total 
Estimated 
Cost** 
SCHEDULE lX-B 
L 
I 
N 
E 
In-Patients-Adults & Children ----------------------------~----------------------------------------~ 
In-Patients-Newborn Infants 2 
Ambulatory Patients 3 
Other Non Patients 4 
Total 5 
Issues to in-patients for routine use 6 
O.R. & D.R. for routine use (A) 7 
Issues to ambulatory for routine use (A) 8 
lssu~s to nursery for routine use (A) 9 
# 
* 
l1 
**' 
Total Medical.& Surgical per Books 10 
.Per Income Analysis- Schedule II 
Average mark-up on material cost, 
Total wages of central supply personnel and labor costs of making solutions per general 
ledger distributed on basis of percentage of material cost (Column 4) 
Total of Columns 3 and 5, 
(A) Material cost of oxygen, solutions and other medical & surgical supplies per casted requisitions. 
19 
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__________________________ Hospital 
Certification of Hospital Statement for Reimbursement 
For the year ended ------------------------
(NAME) 
(NAME OF HOSPITAL) 
------:-----=----:----- of the (TITLE) 
(CITY) (STATE) 
Schedule X 
with authority specifically vested in me by the governing body of·said hospital on 
------~----------• do certify that I have examined the accompanying statement 
(DATE) 
and accompanying schedules I through IX inclusive for the hospital for the year 
ended ----------------------- 19 __ and that to the best of my knowledge 
and belief it is ~ true and correct statement prepared from the books and records 
of the hospital in accordance with the instructions pertaining to this statement 
(Form HCF 300). 
The records of the hospital for the period covered by this statement were 
maintained on the __ ~--------------------~------­(AccRuAL, CASH, OR MODIFIED CASH) ba-sis. 
(Signed) ___________________________ ___ 
(DATE) (TITLE) 
(HCF- 300-SS 
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